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ABSTRACT 


The  Province  of  Alberta  presently  owns  more  than  eighty  per 
cent  of  the  minerals  underlying  its  territory.  The  federal  Department 
of  the  Interior  administered  these  rights  until  1930,  when  control  over 
them  was  transferred  to  the  Province  and  the  resources  came  under  the 
Department  of  Lands  and  Mines.  In  1949,  following  significant  dis¬ 
coveries  of  petroleum,  the  Department  of  Mines  and  Minerals  was 
established  to  administer  the  mineral  interests  of  the  Province. 

A  comprehensive  policy  governing  the  disposition  of  Crown 
petroleum  and  natural  gas  rights  has  been  developed  over  the  past 
sixty-five  years.  At  first  such  rights  were  sold  outright,  but  since 
1910  a  leasehold  system  has  been  in  force.  The  various  forms  of  dis¬ 
position  became  more  numerous  as  the  requirements  of  the  industry 
became  more  diverse. 

Two  periods  of  major  change  are  evident  from  a  study  of  the 
evolution  of  the  policy.  In  the  late  1940's  and  early  1950's  the  establish¬ 
ment  of  Crown  reserves  became  general  throughout  the  Province  and 
new  forms  of  tenure  were  added,  and  in  1962  the  Mines  and  Minerals 
Act  and  the  regulations  made  thereunder  were  extensively  revised. 

Income  to  the  Province  from  the  disposition  of  its  petroleum 
and  natural  gas  rights  has  been  important  in  the  post-Leduc  period. 


111 


Revenue  from  this  source  has  accounted  for  at  least  one-third  of  total 
revenue  in  each  year  since  1949,  and  this  proportion  was  as  high  as 
one-half  for  two  years  in  the  mid  1950's. 

The  system  of  disposition  of  Crown  rights  has  had  a  number  of 
implications  for  the  development  of  the  petroleum  and  natural  gas  industry. 
"Independent"  companies  have  been  encouraged,  actual  petroleum  produc¬ 
tion  has  lagged  behind  possible  output  from  existing  wells,  and  exploration 
for  new  pools  has  been  somewhat  inhibited  in  favour  of  development 
drilling  in  marginal  areas. 
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CHAPTER  I 


CROWN  MINERALS  IN  ALBERTA 

It  is  the  purpose  of  this  chapter  to  explain  the  present  distribution 
of  Crown- owned  mineral  rights  in  the  Province  of  Alberta.  Gold  and 
silver  were  the  only  minerals  reserved  from  land  patents  granted  by  the 
Crown  prior  to  October  1887.  Therefore,  the  terms  of  the  Hudson’s  Bay 
Company  surrender  of  Ruperts' s  Land  in  1870  and  the  Dominion  Lands 
policy  followed  by  the  Federal  Government  after  that  date  both  had  a 
bearing  on  the  present  situation.  It  is  proposed  to  treat  each  of  these 
in  turn. 

Charles  II  of  England  in  1670  granted  to  the  founders  of  the 
Hudson's  Bay  Company  full  title  to  all  of  the  lands  draining  into  the 
Hudson  Bay,  in  return  for  carrying  out  the  exploration  and  development 
of  that  region.  This  area,  which  was  known  as  Rupert's  Land,  was 
held  for  two  hundred  years  by  the  Company.  However,  since  its  main 
object  was  fur  trading,  and  since  large-scale  colonization  presumably 
would  have  been  both  impractical  and  to  the  detriment  of  the  trade, 
settlement  was  generally  not  encouraged- -  the  one  notable  exception 
being  the  Selkirk  Colony.  * 

W.A.  Wood,  "Alberta's  Public  Land  Policy,  Past  and  Present," 
Journal  of  Farm  Economics,  XXXIII,  No.  4  (November,  1951),  736. 
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The  transfer  of  the  Hudson's  Bay  lands  to  Canada  involved 


two  distinct  steps.  Firstly,  the  Company  surrendered  its  rights  in 
Rupert's  Land  to  the  United  Kingdom;  secondly,  these  lands  were 
combined  with  the  ’’North- We  stern  Territory",  and  both  areas  were 

p 

granted  to  Canada  by  Imperial  Order  in  Council  on  June  3,  1870. 

This  process  followed  the  form  laid  down  by  the  Rupert's  Land  Act, 

1  868.  ^  A  number  of  stipulations  regarding  the  terms  of  surrender 
were  made  in  that  Act;  section  four  provided  that  ",  .  .nothing  herein 
contained  shall  prevent  the  said  Governor  and  Company  from  continu¬ 
ing  to  carry  on  in  Rupert's  Land  or  elsewhere  Trade  and  Commerce" 
and  section  five  ".  .  .provided  further,  that  no  Charge  shall  be  imposed 

by  such  Terms  upon  the  Consolidated  Fund  of  the  United  Kingdom". 

4 

The  Deed  of  Surrender  of  November  19,  1869  laid  down  the 
precise  terms  of  the  transfer.  The  Dominion  agreed  to  pay  the  Com¬ 
pany  £300,  000  and  to  allow  it  to  retain  its  lands  at  trading  posts,  the 
total  area  of  which  is  listed  as  45,  1  60  acres,  excluding  Fort  Garry. 
Further,  article  five  states  that  "The  Company  may,  at  any  time 
within  fifty  years  after  such  acceptance  of  the  said  surrender,  claim 

^Statutes  of  Canada,  35  Viet.  (1872),  pp.  lxiii  -  lxxxiii. 

^Statutes  of  Canada,  31-32  Viet.  (1869),  pp.  iii  ff. 

4 

Charters  Statutes,  Orders  in  Council  &c  c.  Relating  to  the 
Hudson's  Bay  Company  (London:  Hudson's  Bay  Company,  1931),pp. 
193-204. 


in  any  township  or  district  within  the  fertile  belt  in  which  land  is  set 

out  for  settlements,  grants  of  land  not  exceeding  one- twentieth  part 

of  the  land  so  set  out.  .  .  ".  The  following  article  defines  this  belt  as 

being  bounded  "...  on  the  south  by  the  United  States'  boundary;  on  the 

west  by  the  Rocky  Mountains;  on  the  north  by  the  Northern  Branch  of 

the  Saskatchewan  River;  on  the  east  by  Lake  Winnipeg,  the  Lake  of 

the  Woods  and  the  waters  connecting  them". 

The  system  of  selection  of  this  grant  was  described  in  the 

5 

Dominion  Lands  Act  of  1872.  Within  the  stated  area,  the  Company 
was  to  receive  sections  eight  and  twenty- six  in  every  fifth  township, 

and  section  eight  and  the  southern  half  and  north-west  quarter  of  sec- 

l 

tion  twenty- six  in  all  other  townships.  Under  this  system,  it  is 
estimated  that  the  Hudson's  Bay  Company  would  have  obtained  a  total 

of  7,031, 257  acres,  of  which  2,  404,  1  52  acres  would  have  been  in 

7 

Alberta.  However,  the  Dominion,  while  permitting  alternative  se¬ 
lections  to  be  made  in  cases  of  fractional  sections,  prior  settlement, 
and  lands  denuded  under  timber  leases,  would  not  allow  the  Company 

^Statutes  of  Canada,  35  Yict.  ,  c.  23  (1872),  ss.  17-21. 

^As  there  are  thirty- six  sections  in  each  township,  this 
system  granted  to  the  Company  thirty- six  quarter  sections  out  of  each 
7  20  throughout  the  belt. 

7 

Chester  Martin,  "Dominion  Lands"  Policy,  in  Vol.  II  of 
Canadian  Frontiers  of  Settlement,  ed.  W.A.  Mackintosh  and  W.L.  G. 
Joerg  (Toronto:  Macmillan  Co.,  1938),  p.242. 


any  lands  in  forest  reserves,  national  parks,  or  Indian  reserves.  A 
compromise  was  reached  in  1924,  whereby  the  Company  agreed  to 
surrender  its  claims  in  the  Rocky  Mountain  Forest  Reserve,  in  Rocky 
Mountain  and  Waterton  Lakes  National  Parks,  and  in  Indian  reserves, 
and  to  forfeit  its  lands  in  other  parks  and  forest  reserves  in  exchange 
for  equivalent  selection  rights  elsewhere.  This  settlement  gave  the 

g 

Company  an  estimated  6,  639,  059  acres  in  the  fertile  belt;  the  total 

9 

of  Hudson's  Bay  grants  in  Alberta  is  estimated  at  2,  404,  000  acres. 

The  policy  followed  by  the  federal  Department  of  the  Interior 
with  respect  to  the  Dominion  Lands  reflected  two  major  purposes; 
encouragement  of  railways  and  of  settlement.  Although  it  may  be  held 
that  the  granting  of  responsible  government  presumes  that  the  govern¬ 
ing  body  shall  have  control  of  the  public  domain  within  its  jurisdiction,  ^ 
such  was  not  the  case  with  the  prairie  provinces.  For  a  variety  of 
reasons,  which  need  not  concern  us  here,  the  Crown  lands  in  Alberta 
were  administered  by  the  Federal  Government  until  1930,  twenty- five 
years  after  the  creation  of  the  Province. 

8Ibid.  ,  p.  241 . 

Q 

7Province  of  Alberta,  Report  of  the  Department  of  Lands 
and  Mines,  1938-39  (Edmonton:  1939),  p.  11. 

10 Chester  Martin,  The  Natural  Resources  Question  (Winnipeg: 
King's  Printer  to  the  Province  of  Manitoba,  1920),  p.  26. 
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The  Government's  land  policy  was  formulated  in  the  Dominion 
Lands  Act  of  1872.  ^  Section  thirty-three  of  this  Act  dealt  with 
homesteading,  and  stipulated  that  "Any  person  who  is  the  head  of  a 
family,  or  has  attained  the  age  of  twenty- one  years,  shall  be  entitled 
to  be  entered  for  one  quarter  section  or  a  less  quantity  of  unappropriat¬ 
ed  Dominion  lands,  for  the  purpose  of  securing  a  homestead  right  in 
respect  thereof".  Further,  a  wood  lot  of  between  ten  and  twenty  acres 
could  be  obtained  to  provide  lumber  and  fuel  to  the  farm.  A  patent  for 
the  land  could  be  issued  to  the  homesteader  ".  .  .  upon  proof,  to  the 
satisfaction  of  the  Local  Agent  that  he,  .  .  .fixes'/  resided  upon  or  cul¬ 
tivated  the  land  for  the  three  years  next  after  the  filing  of  the  affidavit 
for  entry  .  .  .  provided  such  claimant  is  then  a  subject  of  Her  Majesty 
by  birth  or  naturalization".  In  effect,  residence  had  to  be  main¬ 
tained  on  the  land  for  six  months  in  every  year,  and  a  specified 
acreage -- usually  between  fifteen  and  twenty-five  acres--  had  to  be 
broken  and  cultivated.  After  1874,  a  pre-emption  system  was 
introduced  making  it  possible  for  the  holder  of  either  a  homestead 
entry  or  of  title  to  a  quarter- section  to  apply  for  a  further  160  acres 
in  the  vicinity  of  his  holding,  and  to  obtain  title  to  such  land  by 
complying  with  further  residence  and  cultivation  conditions  either  on 

^Statutes  of  Canada,  35  Viet.,  c.  23  (1872). 

12Ibid.,  s.  33,  cl.  11. 
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the  original  homestead  or  on  the  pre-empted  land  and  by  paying  a 

1  3 

small  purchase  price,  which  was  generally  three  dollars  per  acre. 

Section  twenty- two  of  the  Act  provided  that  "...  sections 
eleven  and  twenty-nine  in  each  and  every  surveyed  township  through¬ 
out  the  extent  of  the  Dominion  lands,  shall  be  and  are  hereby  set  apart 
as  an  endowment  for  purposes  of  education",  except  that  in  cases  of 
prior  settlement  alternative  selection  would  be  made  by  the  Secretary 
of  State.  However,  the  form  of  administration  of  these  "school  lands" 
was  not  laid  down  until  the  Dominion  Lands  Act  1879^  was  enacted, 
providing  ".  .  .that  all  sales  of  school  lands  shall  be  at  public  auction, 
and  that  in  no  case  shall  such  lands  be  put  up  at  an  upset  price  less  than 

the  fair  value  of  corresponding  unoccupied  lands  in  the  township  in 

15 

which  such  lands  may  be  situated".  The  principal  from  these 
sales  was  to  ".  .  .  be  invested  in  Dominion  securities,  and  the  interest 
arising  therefrom,  after  deducting  the  cost  of  management,  shall  be 
paid  annually  to  the  Government  of  the  Province  or  Territory  within 
which  such  lands  are  situated  towards  the  support  of  public  schools 
therein.  .  .  However,  the  first  of  these  land  sales  was  not  made 

^Wood,  Journal  of  Farm  Economics,  XXXIII,  No.  4,  738-  39. 
^Statutes  of  Canada,  42  Viet.  c.  31  (1879). 

15Ibid.,  s.  23,  cl.  1. 

1 ^ Ibid. ,  cl.  3. 
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until  1883.  ^ 

It  will  be  remembered  that  initially  all  Crown  land  grants 

and  sales  carried  title  to  all  underlying  minerals  except  the  ’’Royal 

metals”.  However,  in  1887  it  was  ordered  that 

.  .  .a  clause  be  inserted  in  all  patents  from  the  Crown  for 
lands  in  the  North-West  Territories,  situated  West  of  the 
Third  Meridian,  reserving  to  Her  Majesty,  Her  Successors 
and  Assigns  forever,  all  mines  and  minerals  which  may  be 
found  to  exist  within,  upon,  or  under  such  lands.  .  .except 
in  the  case  of  patents  for  lands  which  have  already  been 
sold  or  disposed  of  for  valuable  consideration. 

The  Third  Meridian  coincides  with  106°  longitude,  and  the  present 

eastern  boundary  of  Alberta  is  the  Fourth  Meridian,  or  110°  longitude; 

thus  this  above  ruling  applied  to  all  lands  now  situated  within  the 

Province.  However,  as  time  went  on  there  was  some  dispute  as  to 

the  validity  of  the  Order,  as  it  had  never  been  published  in  the  Canada 

Gazette.  To  clarify  this  point,  an  Act  Respecting  Dominion  Lands  of 

1894  stated  in  part  that  .the  omission  to  publish  such  order  or 

regulation  in  any  prescribed  manner,  shall  not  be  held  to  invalidate 

1  Q 

it  or  anything  done  thereunder.'  7 


17 

Martin,  "Dominion  Lands”  Policy,  p.  339. 

1 8 

Orders  in  Council  of  the  Department  of  the  Interior,  No .  9 
(1887)  (Ottawa:  Public  lands  Section,  Resources  Division,  Department 
of  Northern  Affairs  and  National  Resources),  P.  C.  No.’ 1070;  October 
31,  1887.  P.  C.  No.  2167  of  September  17,  1889  extended  this  ruling 
to  all  patents  from  the  Crown  in  Manitoba  and  the  Northwest  Territories. 

^Statutes  of  Canada,  57-58  Viet.,  c.  26  (1894),  s.2. 
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It  is  most  difficult  to  estimate  the  extent  of  alienation  of 
Crown  minerals  to  individuals  over  the  period  1872  to  1887.  No 
administrative  area  coinciding  with  the  Province  of  Alberta  then 
existed,  and  therefore  it  would  be  necessary  to  search  each  patent 
granted  during  these  years  in  order  to  ascertain  the  acreage  involved. 
However,  the  Alberta  Governmenthas  estimated  that  somewhat  more 
than  half  a  million  acres  were  so  alienated  from  the  public  domain.  ^ 
There  was  one  important  exception  to  the  Order  of  1887,  how¬ 
ever.  The  Judicial  Committee  of  the  Privy  Council  held  it  to  be  in¬ 
applicable  to  lands  granted  as  a  subsidy  or  bounty,  that  is,  to  railway 
21 

land  grants.  Therefore,  all  lands  awarded  to  the  various  railways 
as  a  subsidy  for  building  their  respective  lines  included  title  to  minerals. 

•  r  22 

The  Act  Respecting  the  Canadian  Pacific  Railway,  which 
transferred  the  building  of  the  transcontinental  line  to  a  private  syndicate, 
granted  ".  .  .  to  the  Company  a  subsidy  of  twenty-five  million  dollars  in 
money,  and  twenty-five  million  acres  of  land.  .  .  "^3  over  and  above  the 


^Department  of  Mines  and  Minerals  of  the  Province  of 
Alberta,  Submission  to  Royal  Commission  on  Energy  (Edmonton: 
mimeographed,  1958),  p.9. 

2 1 

See  Martin,  "Dominion  Lands"  Policy,  pp.  289-90  for 
a  discussion  of  this  matter. 


^Statutes  of  Canada,  44  Viet.  c.  1  (1881). 
^Ibid.  ,  s.  3. 


-  9  - 


right  of  way  and  station  sites.  Thus  the  precedent  of  utilizing  Dominion 
lands  to  encourage  railway  construction  was  established.  The  contract 
between  the  Crown  and  the  Canadian  Pacific,  which  is  attached  to  the 
above  Act,  and  which  set  the  pattern  of  subsequent  railway  land  grants, 
defines  the  method  of  selection  of  the  land  grant  and  enunciates  the 
principle  of  indemnity  selection,  which  also  was  to  have  far  reaching 
consequences,  as  follows: 

11.  The  grant  of  land  hereby  agreed  to  be  made  to  the  Company, 
shall  be  so  made  in  alternate  sections  of  640  acres  each,  extending 
back  24  miles  deep,  on  each  side  of  the  railway,  .  .  .  in  so  far  as 
such  lands  shall  be  vested  in  the  Government,  -  -the  Company  re¬ 
ceiving  the  sections  bearing  uneven  numbers.  But  should  any  of 
such  sections  consist  in  a  material  degree  of  land  not  fairly  fit 
for  settlement,  the  Company  shall  not  be  obliged  to  receive  them 
as  part  of  such  grant;  and  the  deficiency  thereby  caused  and  any 
further  deficiency  which  may  arise.  .  .  shall  be  made  up  from  other 
portions  in  the  tract  known  as  the  fertile  belt.  .  .  ^ 

The  terms  of  the  original  C.P.R.  contract  were  modified  a 
number  of  times,  as  the  route  was  changed  from  the  Yellowhead  Pass 
to  the  Kicking  Horse  Pass,  and  as  financial  difficulties  overtook  the 
Company,  but  the  form  remained  the  same.  Indemnity  selection  of 
lands  was  widely  practiced,  both  by  the  C.  P.  R.  and  by  the  later  land- 
subsidized  railroads,  all  of  whom  received  the  same  privilege.  This 
".  .  .precipitated  the  unseemly  scramble  for  desirable  reserves  which 
resulted  in  railway  land  grants  'fairly  fit  for  settlement'  in  almost 

O  C  .  # 

every  eligible  area  of  Western  Canada."4,3  Further  special  provisions 

^^Ibid.  ,  Schedule,  s.II. 

7  S 

^Martin,  "Dominion  Lands"  Policy,  p.  304. 
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were  allowed  to  suit  the  requirements  of  the  Canadian  Pacific's  irriga¬ 
tion  schemes  in  south-eastern  Alberta,  where  even  the  Hudson's  Bay 
Company  lands  were  exchanged  to  provide  the  necessary  uniform  control 
of  large  tracts  of  land. 

It  was  apparent  that  Ontario  was  to  have  contributed  nine 

million  acres  to  the  Canadian  Pacific  subsidy,  and  a  twenty  mile  belt 

on  each  side  of  the  track  in  British  Columbia  was,  under  the  terms  of 

the  Province's  entry  to  Canada,  held  in  trust  by  the  Dominion  for  use 

2  b 

as  a  land  subsidy  D  from  which  selection  could  have  been  made  by  the 
C.P.R.  However,  except  for  approximately  1,300  acres  chosen  in 
British  Columbia,  neither  of  these  Provinces  contributed  to  the  main 
line  grant,  which  thus  came  to  average  over  24,000  acres  per  mile 
across  the  prairies,  or  every  odd-numbered  section  in  a  seventy-five 
mile  belt.  ^ 

Although  the  last  statutory  land  grant  to  a  railroad  was  made 
28 

in  1894,  bringing  to  a  close  thirteen  years  of  this  policy,  the  rail¬ 
way  construction  by  which  these  lands  were  earned  continued  for  many 
years,  and  the  actual  selection  of  such  lands  did  not  end  until  all 
the  unclaimed  odd-numbered  sections  were  opened  to  homestead  settle- 

^Statutes  of  Canada,  35  Yict.  (1872)  "Order  in  Council 
Respecting  the  Province  of  British  Columbia",  May  16,  1871, 
p.  Ixxxviii. 

7  7 

Martin,  "Dominion  Lands"  Policy,  pp.  269-70. 

^Ibid.  ,  p.  329. 


ment  in  1908.^  "it  should  be  pointed  out  that  practically  the  whole 

burden  of  providing  land  for  these  railway  subsidies,  not  only  for  the 

railways  within  the  Prairie  Provinces,  as  set  up  in  1905,  but  for  the 

railways  to  the  north,  as  well  as  for  portions  of  the  Canadian  Pacific 

lying  in  Western  Ontario  and  in  British  Columbia,  fell  to  the  lot  of  the 

30 

three  Prairie  Provinces".  In  total,  over  fifty-five  million  acres  of 

prairie  land  in  the  four  western  provinces  was  pledged  to  railway 
31 

grants;  however,  only  31,  672,  006  acres  were  actually  earned  by 
construction  and  transferred  to  the  respective  companies.  3^  The 
following  table  shows  the  mileage  constructed  and  acreage  thereby 
patented  in  the  Province  of  Alberta  by  the  various  land- subsidized 
railway  companies. 

One  category  of  alienation  of  Crown  mineral  rights  remains 
to  be  mentioned.  Beginning  in  1898,  the  Department  of  the  Interior 
evolved  a  petroleum  and  natural  gas  policy  for  Dominion  lands,  in 
response  to  requests  for  permission  to  develop  these  resources. 

Until  1910,  petroleum  and  natural  gas  rights  were  sold  to  prospectors 

^Ibid.  ,  p.  49 6. 

or\ 

Government  of  Canada,  Report  of  the  Royal  Commission  on 
the  Natural  Resources  of  Alberta  (Ottawa;  1935)  p.  10. 

31 Ibid. 

^Department  of  Mines  and  Minerals  of  the  Province  of 
Alberta,  Historical  Review  of  Mineral  Ownership  (Edmonton: 
mimeographed,  I960),  p.2. 
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TABLE  1.  --  Dominion  lands  granted  to  railways  as  land 
subsidies  in  Alberta,  and  mileage  actually  constructed 

in  Alberta 


Alberta 

Alberta  acre- 

Calgary  and  Edmonton 

mileage 

age  patented 

Railway  Company 

Alberta  Railway  and  Coal 

295. 07 

1,  806,  168 

Company 

Souris  Branch,  Canadian 

174. 12 

1, 096, 217 

Pacific  Railway  Company 
Pipestone  Extension,  Souris 
Branch,  Canadian  Pacific 

Nil 

160 

Railway  Company 

Great  North  West  Central 

Nil 

521 

Railway  Company 

Manitoba  Southwestern  Colon- 

Nil 

640 

ization  Railway  Company 
Canadian  Northern  Railway 

Nil 

319, 680 

Company 

Manitoba  and  Southeastern 

Nil 

859 

Railway  Company 

Candian  Pacific  Railway 

Nil 

312 

Company 

332. 10 

9, 807, 174 

T  otal 

801 . 29 

13,  031,731 

Source:  Province  of  Alberta,  Report  of  the  Department  of 
Lands  and  Mines,  1938-39  (Edmonton:  1939)  p.  11. 


upon  fulfillment  of  certain  conditions.  It  is  estimated  that  16,  028  acres 

33 

of  these  rights  were  lost  to  the  Province  in  this  way. 


33 


Submission  to  Royal  Commission  on  Energy,  p.  4. 
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In  1930  the  Dominion  transferred  control  of  all  Crown  lands 
in  Alberta  except  those  in  Indian  reserves  and  national  parks  to  the 
Province. ^  The  following  table  shows  the  acreage  acquired  by  Alberta 
in  the  transfer. 


TABLE  2.  --  Mineral  status  in  the  Province  of  Alberta 
at  the  time  of  the  transfer  of  resources 


Acreage 


Retained  by  Canada 
In  national  parks 
In  Indian  reserves 
Granted  by  Canada  to 
Railways 

Hudson's  Bay  Company 
Others  including  homesteaders, 
prospectors,  etc.  (estimated) 
Acquired  by  Alberta  in  the 
transfer 

Total  Acreage  of  Alberta 


13,  434,  240 
1, 328, 090 

13,  031, 731 
2,  404,  000 

564,  269 

132, 620, 070 
163,  382,  400 


Source:  Department  of  Mines  and  Minerals  of  the  Pro¬ 
vince  of  Alberta,  Submission  to  Royal  Commis¬ 
sion  on  Energy  (Edmonton:  mimeographed,  1958) 

p.  9. 

Since  1930,  Alberta  has  pursued  a  policy  of  reserving  all 
minerals  from  land  patents,  and  of  leasing  mineral  rights  to  private 
concerns  interested  in  developing  them.  Therefore,  the  Province  now 
holds  approximately  eighty- one  per  cent  of  all  mineral  rights  underlying 

^  Statutes  of  Canada, 20-21  Geo.  V,  c.  3  (1930),  "The  Alberta 


Natural  Resources  Act.  " 
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its  surface.  It  is  this  factor  which  makes  a  knowledge  of  public  policy 
govering  the  disposition  of  Crown  minerals  of  some  importance  in  any 
assessment  of  the  development  of  resource  industries  in  Alberta.  In 
view  of  the  importance  of  the  petroleum  and  natural  gas  industry  both 
to  provincial  revenues  and  to  the  structure  of  primary  industry  in 
Alberta,  this  study  will  be  confined  to  the  development  of  the  present 
forms  of  disposition  of  Crown  petroleum  and  natural  gas  rights. 


CHAPTER  II 


REVIEW  OF  ADMINISTRATION  OF  CROWN 

PETROLEUM  AND  NATURAL  GAS  RIGHTS 

1898-1962 


Department  of  the  Interior 

The  federal  Department  of  the  Interior  inaugurated  its  petrol- 

1 

eum  land  policy  in  1898,  with  an  Order  in  Council1  permitting  prospect 

ing  for  oil  on  Dominion  lands  south  of  the  Canadian  Pacific  Railway  line 

2 

in  the  district  of  Alberta.  One  section  of  land  could  be  reserved  for 
six  months  on  application,  and,  if  petroleum  were  discovered  in  com¬ 
mercial  quantity,  the  Minister  was  authorized  to  sell  the  section  to  the 
applicant  at  one  dollar  per  acre.  A  Crown  royalty  of  two  and  one-half 
per  cent  was  to  be  levied  on  sales  of  petroleum  from  such  properties. 


■^Orders  in  Council  of  the  Department  of  the  Interior,  No.  20 
(1898)  (Ottawa:  Public  Lands  Section,  Resources  Division,  Department 
of  Northern  Affairs  and  National  Resources).  P.  C.  No.  1822;  August  6, 
1898. 

2 

In  1901  regulations  were  introduced  to  encompass  all  unap¬ 
propriated  Dominion  lands,  and  in  1905  provision  was  made  for  pros¬ 
pecting  for  Crown  petroleum  on  lands  the  surface  of  which  had  been 
disposed  of,  provided  that  a  lease  in  approved  from  was  first  obtained 
from  the  owner  of  the  surface. 
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These  regulations  were  amended  on  a  number  of  occasions 
between  1898  and  1910,  J  but  the  sale  of  Crown  rights  continued  to  be 
permitted:  In  1910,  however,  this  practice  was  discontinued  in  favour 
of  a  leasehold  policy  for  Crown  petroleum  and  natural  gas  rights^  which 
forms  the  beginning  of  the  present  system  of  disposing  of  such  rights. 
The  maximum  area  of  each  lease  was.  set  at  three  sections,  and  the 
term  was  twenty-one  years  renewable  for  a  further  twenty-one  years. 
Rental  was  originally  twenty-five  cents  per  acre  for  the  first  year 
and  fifty  cents  an  acre  for  each  of  the  remaining  years,  but  was  later 
doubled  for  both  periods.  Expenditures  incurred  during  the  second 
and  third  years,  exclusive  of  equipment  and  casing  costs,  could  be  cre¬ 
dited  towards  the  rental  for  those  years.  No  royalty  was  to  be  payable 
on  production  until  1930,  but  certain  work  was  required  and  suitable 

equipment  of  a  value  of  at  least  $5,  000  had  to  be  installed  within  a 

5 

year.  Similar  regulations  were  applied  to  school  lands  in  1913  except 
that  the  maximum  area  which  could  be  held  under  lease  was  one  section. 

3 

See:  Department  of  Mines  and  Minerals  of  the  Province  of 
Alberta,  Submission  to  Royal  Commission  on  Energy  (Edmonton: 
mimeographed,  1958),  pp.  2-4. 

4 

The  petroleum  regulations  were  made  applicable  to  natural 
gas  in  1906. 

5 

Chester  Martin,  "Dominion  Lands"  Policy,  in  Vol.  II  of 
Canadian  Frontiers  of  Settlement,  ed.  W.A.  Mackintosh  and  W.  L.  G. 
Joerg  (Toronto:  Macmillan  Co.,  1938),  p.457. 
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A  lessee  could  acquire  only  one  lease  by  application^  until 
1914,  but  in  that  year  this  restriction  was  removed,  and  a  lessee 
was  permitted  to  "group"  his  holdings  on  up  to  twenty  sections  for  the 
purpose  of  applying  towards  rentals  credits  earned  by  expenditures, 

7 

provided  that  each  lease  was  separated  by  not  more  than  two  miles. 

In  1918,  under  the  stimulus  of  the  war,  the  privilege  of  defraying 
rentals  from  expenditures  was  extended  to  the  fourth  and  fifth  years 
of  the  lease.  The  prospector  was  to  be  encouraged  by  in  effect  being 
allowed  to  control  at  nominal  cost  at  least  the  majority  of  the  petroleum 
discovered  in  any  one  pool  by  virtue  of  his  efforts. 

Foreign  interests  registered  or  licensed  in  Canada  were 
authorized  to  prospect  for  petroleum  on  Dominion  lands  for  the  first 

g 

time  in  1920.  In  the  same  year,  following  representations  to  the 
Department  of  the  Interior  that  failure  to  state  the  royalty  which  might 
be  charged  on  petroleum  created  uncertainty  and  retarded  development, 
the  royalty  was  fixed  at  not  more  than  five  per  cent  for  the  first  five 
years  after  production  of  oil  had,  in  the  opinion  of  the  Minister,  been 
discovered  in  commercial  quantity.  For  the  following  five  years  the 

^There  was  no  limit  on  the  number  of  leases  which  could  be 
held  by  assignment. 

7 

Leases  on  school  lands  were  excluded  from  this  arrangement 

until  1928. 

^Martin,  p.  458. 
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royalty  was  to  be  between  five  and  ten  per  cent  of  sales,  and  for  sub¬ 
sequent  years  it  would  be  ten  per  cent.  However,  the  royalty  regula¬ 
tions  were  designed  to  stop  speculation  rather  than  to  raise  revenue; 

no  royalty  was  assessed  until  January  1930,  in  accordance  with  the 

q 

leasing  regulations.  7 

By  1921  oil  prospecting  in  Western  Canada  was  at  a  difficult 

stage.  The  boom  of  1914  in  Turner  Valley  did  not  last,  and  extensive 

1 0 

over-investment  had  taken  place.  The  Northwest  Company,  a 
subsidiary  of  Imperial  Oil  Company,  claimed  to  have  spent  more  than 
$1,  610,  000  in  exploration  on  the  prairies,  of  which  somewhat  over 
$250,  000  had  been  applied  on  rentals.  The  Company,  therefore,  had 
approximately  $1,  360,000  of  "excess  credits",  or  expenditures  which 
had  not  earned  exemption  from  rentals.  Further  amounts  had  been 
spent  in  the  Territories,  yet  there  had  been  no  significant  discovery  of 
petroleum.  ^  Faced  with  the  possiblity  of  abandoning  operations  in  the 
area,  the  Company  suggested  that  the  industry  be  permitted  to  apply 
forty  per  cent  of  the  total  exploratory  and  development  expenditure  in¬ 
curred  up  to  the  end  of  1921  in  the  prairie  provinces  in  settlement  of 

^Submission  to  Royal  Commission  on  Energy»pp.  8-9. 

^F.  K.  Beach  and  J.  L.  Irwin,  The  History  of  Alberta  Oil 
(Edmonton:  Alberta  Publicity  and  Travel  Bureau,  1940),  pp.  19-20. 

11 


Martin,  p.  458. 
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rentals  due  after  July,  1921  on  all  Crown  lands  except  school  lands. 

This  recommendation  was  substantially  allowed,  and  forty  per  cent-- 
later  fifty  per  cent-- of  these  "excess  expenditures"  over  the  amount 
of  rentals  were  placed  to  the  lessees'  credit  and  applied  on  rentals. 

If  oil  were  discovered  in  commercial  quantity,  however,  no  further 
rentals  in  that  group  of  leases  could  be  defrayed  in  this  way. 

Prospecting  permits,  which  were  the  forerunners  of  the 
petroleum  and  natural  gas  reservations,  were  established  in  1928. 

They  were  designed  to  encourage  exploration  of  an  area  not  exceeding 
three  sections.  The  rental  was  ten  cents  per  acre,  the  term  was  one 
year,  and  the  permittee  had  the  option  to  lease  the  entire  area,  while 
credit  for  the  first  year  of  the  lease  rentals  could  be  obtained  from 
exploratory  expenditure.  A  cash  bond  of  forty  cents  an  acre  had  to  be 

1  2 

posted,  but  was  refundable  if  satisfactory  operations  were  conducted. 

The  administration  of  the  Department  of  the  Interior  over 
petroleum  and  natural  gas  in  Alberta  ended  on  October  1,  1930,  when 
the  Province  assumed  control  of  its  resources.  Turner  Valley  had 
enjoyed  a  second  boom  in  1924  with  the  completion  of  Royalite  4,  but 
there  was  some  doubt  as  to  whether  this  well  was  an  isolated  find  or 
heralded  the  discovery  of  a  commercially  exploitable  field,  and  there 
was  a  lag  before  new  drilling  was  financed.  The  following  burst  of 


^  ^Submi  ssion  to  Royal  Commission  on  Energy, pp.  6-7. 
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activity  soon  subsided  when  other  wells  were  less  spectacular  producers. 
Another  stage  in  Turner  Valley's  history  had  been  set  in  1929,  when 
Home  1,  2  and  3  all  were  prolific  wells.  These  created  a  sustained 
interest  in  the  field  which  continued  into  the  1930's.  However,  it  was 
not  until  1936,  when  Turner  Valley  Royalties  No.  1  was  completed  as 
an  oil  well-- previous  production  had  been  primarily  naptha  or  natural 

1  Q 

gasoline -- that  intensive  development  of  the  field  really  began.  Thus 
the  Western  Canadian  petroleum  industry  had  been  in  an  essentially 
precarious  position  throughout  the  period  of  federal  administration  of 
resource  s . 

The  policy  of  the  Department  of  the  Interior,  while  probably 
based  largely  on  trial-and- er r or ,  ".  .  .  seems  to  have  been  adapted 
very  wisely  to  the  interests  of  the  nation  as  a  whole;  and  it  can  scarcely 
be  doubted  that  the  substantial  measure  of  success  that  has  since  attended 
the  development  of  both  petroleum  and  natural  gas  may  fairly  be  attributed 
in  no  small  measure  to  this  preliminary  encouragement.  There 

does  not  appear  to  have  been  any  attempt  to  extract  maximum  revenues 
from  the  industry.  However,  it  is  questionable  whether,  had  such  an 

1  3 

E.  J.  Hanson,  Dynamic  Decade  (Toronto:  McClelland  and 
Stewart,  Ltd.,  1958),  pp.  43-48.  See  also  Beach  and  Irwin,  pp.  22-24. 

14 


Martin,  p.  460 . 
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attempt  been  made,  the  volume  of  exploration  would  not  have  been 
seriously  inhibited.  ^ 

The  Department  of  Lands  and  Mines 
The  Alberta  Department  of  Lands  and  Mines,  which  was 
established  to  administer  the  newly  acquired  resources,  had  as  its 
first  Deputy  Minister  a  former  official  of  the  Department  of  the  Interior, 
and  obtained  the  relevant  Dominion  records.  ^  The  Province  was 
therefore  almost  immediately  in  a  position  to  carry  out  a  coherent 
lands  policy. 

The  federal  regulations  remained  in  force  until  mid- 1931, 
when  provincial  policy  was  asserted  in  the  Provincial  Lands  Act.  ^ 
However,  the  system  adopted  under  this  Act  was  practically  the  same 
as  that  which  prevailed  prior  to  the  transfer.  Not  until  1936  were  any 
significant  changes  made]  by  then  it  had  become  apparent  with  the 
advancement  of  exploratory  methods  that,  in  order  for  a  prospector 


15  .... 

The  Province  seemed  to  agree  in  principle  with  Dominion 

policy.  Five  years  after  assuming  control  of  its  resources  it  increased 

the  size  of  lease  groups  for  application  of  credits  on  rentals  to  50,  000 

acres  and  allowed  rentals  to  be  so  defrayed  for  the  first  twelve  years 

of  a  lease.  This  acreage  was  however  decreased  to  19,  200  acres  in 

1941.  Submission  to  Royal  Commission  on  Energy,  pp.  10-11. 


16 


Martin,  p.  492, 


^Statutes  of  Alberta,  21  Geo.  V,  c.  43  (1931). 
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to  properly  evaluate  the  potential  of  a  formation,  areas  greater  than 
the  three  sections  granted  under  prospecting  permits  were  necessary, 
and  the  acreage  of  such  permits  was  left  at  the  Minister's  discretion. 

In  the  following  year  prospecting  permits  were  replaced  by  petroleum 
and  natural  gas  reservations,  which  were  of  a  maximum  area  of  50,000 
acres,  and  in  1941  this  area  was  increased  four-fold.  The  acreage 
obtainable  under  lease  was  also  increased  in  1941,  from  three  to 
fifteen  sections. 

There  were  no  further  major  changes  in  Alberta's  petroleum 

and  natural  gas  land  policy  until  1947.  In  February  of  that  year, 

Imperial  Oil  completed  a  well  which  ushered  in  the  Leduc  field  and 

the  systematic  and  successful  development  of  the  Province's  petroleum 
1  8 

potential.  In  July,  the  maximum  acreage  which  could  be  held  under 
a  petroleum  and  natural  gas  reservation  was  reduced  to  the  present  size 
of  100,  000  acres;  a  person  was  permitted  to  hold  at  any  one  time  only 
two,  rather  than  three,  reservations  and  they  were  made  nonas signable . 
This  change  may  well  have  been  made  to  encourage  exploration  by  more 
concerns. 

Of  more  importance  to  the  present  study  were  the  leasing 
regulations  of  August,  1947,  which,  while  increasing  the  maximum 

^Hanson,  pp.  66-110,  provides  a  description  of  the  post- 
Leduc  development  of  the  petroleum  and  natural  gas  industry  in  Alberta. 
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size  of  a  lease  to  sixteen  sections,  required  that  a  Crown  reserve  of 
equal  acreage  be  created  in  close  proximity  to  each  lease  granted  by 
the  Crown  in  the  Province.  ^  Leases  selected  from  a  reservation 
could  touch  only  at  the  corners  and  otherwise  had  to  be  separated  by 
at  least  one  mile.  This  meant  that  such  lease  selections  could  encom¬ 
pass  at  most  one  half  of  the  reservation;  the  remainder  reverted  to  the 
Province  for  subsequent  disposal.  ^  Further,  it  became  impossible 
to  acquire  large  areas  through  congruent  leases  and  thereby  obtain  con¬ 
trol  of  the  production  from  any  one  pool. 

In  March,  1948,  the  lease  size  was  reduced  to  its  present 
area  of  nine  sections,  with  the  provision  that  the  length  of  a  lease 
could  be  no  more  than  four  miles  and  could  not  be  greater  than  twice 
its  breadth.  Therefore,  the  maximum  area  could  only  be  acquired 
through  a  three-mile  square  lease;  a  rectangular  lease  could  be  no 
larger  than  eight  sections. 

The  royalty  of  five  per  cent  on  sales  of  petroleum  set 
by  the  Department  of  the  Interior  in  1930  remained  in  force  for  five 
years,  as  had  been  agreed,  and  the  royalty  assessed  for  the  following 
five  years  abided  by  the  Federal  stipulation  for  that  period  and  was 

19 

7 Submission  to  Royal  Commission  on  Energy,  pp.  11-12.  A 
more  detailed  discussion  of  Crown  reserves  appears  below. 

^This  modification  was  to  have  important  repercussions  on 
the  provincial  treasury.  See  Chapter  IV. 
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ten  per  cent  of  sales.  From  January,  1940,  to  June,  1941,  the  royalty 

on  petroleum  from  leases  acquired  after  the  transfer  of  resources 

2 1 

was  twelve  and  one-half  per  cent  of  sales,  after  which  the  "square- 

root"  formula  was  introduced  for  calculation  of  the  royalty  due  on  all 

products  other  than  natural  gas.  This  formula  set  the  monthly  royalty 

at  that  percentage  of  the  products  equivalent  to  the  square  root  of  the 

average  daily  production,  subject  to  a  maximum  of  fifteen  per  cent 

22 

and  a  minimum  of  five  per  cent.  If,  for  example,  a  well  produces 
on  the  average  sixty-four  barrels  each  day  that  is  on  production  during 
the  month,  royalty  is  assessed  at  eight  per  cent;  the  royalty  on  pro¬ 
duction  up  to  25  barrels  per  day  is  five  per  cent,  and,  if  production  is 
225  barrels  per  day  or  more,  the  royalty  is  fifteen  per  cent.  However, 
with  the  first  return  for  the  well  an  election  could  be  made  to  pay 
royalty  until  the  end  of  May,  1951,  at  twelve  and  a  half  per  cent  of  all 
products  other  than  natural  gas.  The  royalty  on  natural  gas  was  set 

in  1941  for  a  ten  year  period  at  fifteen  per  cent  of  the  selling  price,  or 

2  3 

one-quarter  of  one  cent  per  thousand  cubic  feet,  whichever  higher. 

21 

The  royalty  assessed  on  leases  held  prior  to  the  transfer 
remained  at  ten  per  cent. 

27 

N.  E.  Tanner,  "The  Oil  and  Gas  Law  of  the  Province  of 
Alberta,  Canada,"  First  Annual  Institute  on  Oil  and  Gas  Law  and 
Taxation  (Southwestern  Legal  Foundation.  New  York;  Matthew  Bender 
and  Co.  ,  Inc.,  1949),  p.329. 

2  o 

This  minimum  was  increased  in  1948  to  three-quarters  of 
one  cent  per  thousand  cubic  feet. 
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It  has  been  noted  that  much  of  the  Crown  mineral  rights 

underly  privately  held  surface  rights,  and  that  the  federal  policy  had 

been  that  an  agreement  had  to  be  reached  between  the  holder  of  the 

petroleum  and  natural  gas  lease  and  the  owner  of  the  surface  before 

the  former  could  commence  operations.  ^  This  policy  was  continued 

by  the  Provincial  Government,  and  in  1947  the  Right  of  Entry  Arbi- 
2  5 

tration  Act  was  passed  to  facilitate  access  to  the  surface  by  the 
lessee  without  litigation,  while  allowing  the  surface  owner  compensation 
for  loss  of  land  and  for  damage  or  inconvenience.  The  operator  must 
attempt  to  reach  a  settlement  with  the  landholder  before  applying  to  the 
Right  of  Entry  Arbitration  Board,  but  the  Board's  rulings,  though 
subject  to  review,  are  binding.  In  cases  where  the  Crown  owns  the 
surface,  the  lessee  may  appeal  to  the  Board  without  dealing  first  with 
the  relevant  government  department;  as  such  land  is  usually  vacant 
and  more  remote,  compensation  to  the  Crown  is  generally  considerably 
lower  than  that  to  an  individual,  unless  valuable  timber  is  destroyed.  ^ 


24 

Under  common  law,  the  practice  was  to  consider  a  lease  on 
minerals  as  carrying  with  it  the  right  to  enter  on  the  surface  to  develop 
the  minerals  without  payment  of  compensation.  H.  T.  Emery,  "Some 
Legal  Aspects  of  Oil  Development  in  Alberta",  Canadian  Bar  Review, 
XXVIII,  No.  10  (December,  1950),  1080. 

^Statutes  of  Alberta,  11  Geo.  VI,  c.  24  (1947). 

2  L 

°Submission  to  Royal  Commission  on  Energy,  pp.  39-42. 
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In  view  of  the  importance  of  the  concept  of  Crown  reserves 

to  both  the  industry  and  the  Province,  it  is  proposed  to  discuss  the 

27 

evolution  of  them  at  this  point.  Crown  reserves  were  first  established 

in  1937,  when  petroleum  and  natural  gas  in  odd-numbered  sections 

28 

except  school  lands  north  of  township  fifty- two  and  acreages  of  equal 
area  to  and  adjoining  leases  in  unsurveyed  regions  of  Alberta  and  in 
forest  reserves,  became  Crown  reserves.  These  regulations  were* 
however,  rescinded  in  1941.  In  that  year,  fifteen  areas  comprising 
over  fourteen  thousand  square  miles  and  considered  potentially  valuable 
for  petroleum  and  natural  gas  were  set  aside  as  Provincial  reserves 
for  future  development.  One  of  these  areas --the  Antelope  Plains 
Provincial  Reserve --was  made  available  to.  the  Federal  Government 
during  the  Second  World  War  for  military  purposes,  and  that  agreement 
remains  in  force. 

In  1944,  new  regulations  defined  Crown  petroleum  and 
natural  gas  in  the  following  as  constituting  Crown  reserves:  the  four¬ 
teen  remaining  Provincial  reserves;  an  area  of  equal  acreage  adjoining 
leases  in  all  unsurveyed  territory,  and  in  forest  reserves  and  surveyed 


^The  discussion  is  based  on  H.H.  Somerville , "Alberta '  s 
Crown  Re  serve  s' '(Speech  to  a  Joint  Technical  Meeting  of  the  Canadian 
Institute  of  Mining  and  Metallurgy,  Petroleum  and  Natural  Gas  Division, 
and  the  Geological  Association  of  Canada-  Calgary,  Alberta,  May,  1954; 
mimeographed),  pp.  2-10. 

2  8 

This  line  runs  through  the  city  of  Edmonton. 
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regions  north  of  the  North  Saskatchewan  River;^  and  fractional  areas 
of  less  than  one  quarter- se cti on. 

Until  1944  it  was  impossible  to  lease  Crown  reserve  petroleum 
and  natural  gas  rights.  In  that  year  it  was  provided  that  an  applicant 
for  a  lease  could  at  the  same  time  apply  for  a  lease  of  the  attendent 
Crown  reserve  on  payment  of  a  royalty  on  the  products  therefrom  of 
one  and  one-half  times  that  applicable  to  "ordinary"  leases.  However, 
very  few  leases  were  disposed  of  in  this  way  during  the  three  years  in 
which  these  regulations  were  in  force. 

After  the  Leduc  discovery  of  1947,  Crown  reserve  regulations 
were  made  applicable  to  the  entire  Province.  For  each  lease  granted 
by  the  Crown  in  surveyed  territory  an  equal  area  in  the  same  township 
was  to  be  set  aside  as  Crown  reserve,  and  in  unsurveyed  regions  Crown 
reserve  was  required  on  all  sides  of  the  lease.  ^ 

In  1948  the  Province  invited  tenders  for  leases  of  Crown 
reserves  in  the  Leduc  area,  with  bidding  to  take  the  form  of  an  over¬ 
riding  royalty.  However,  it  "...  became  apparent  how  difficult  it  would 
be  for  an  operator  to  pay  these  high  overriding  gross  royalties  especially 
during  the  declining  years  of  the  well  and  subsequent  to  that  time  leases 

29 

7This  provision  was  amended  in  1946  to  be  applicable  to 
leases  in  forest  reserves  and  surveyed  territory  north  of  township  sixty. 

^The  Provincial  reserves  and  fractional  areas  remained  as 
Crown  reserves. 
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have  generally  been  offered  on  the  basis  of  cash  competition  with  a 
few  exceptions  for  parcels  in  semi-proven  areas  where  the  basis  of 
competition  was  still  cash  but  the  notice  of  sale  required  an  overriding 

O  1 

royalty  of  15%  on  all  products  other  than  natural  gas.  .  Reservations 

in  Provincial  reserves  were  first  offered  for  sale,  on  a  cash  bonus 
basis,  in  1944.^ 

The  Department  of  Mines  and  Minerals 
In  recognition  of  the  growing  importance  of  the  petroleum 
and  natural  gas  industry  to  the  Province,  the  Department  of  Mines  and 

33 

Minerals  was  created  solely  to  administer  the  Mines  and  Minerals  Act, 

34 

which  came  into  force  in  1949.  Many  of  the  previous  regulations 

were  continued  under  this  Act;  in  fact  changes  in  petroleum  and 

natural  gas  lease  and  reservation  provisions  were  relatively  minor 

until  19,62.  However,  various  additional  forms  of  disposition  of  Crown 

rights  were  instituted  to  supplement  the  above  as  the  requirements  of 

35 

the  industry  became  more  diverse. 

31 

Somerville,  pp.  8-9. 

32 

A  number  of  additional  forms  of  disposal  of  Crown  reserves 
were  instituted  by  the  Department  of  Mines  and  Minerals;  the se  will  be 
discussed  below. 

^Statutes  of  Alberta,  13  Geo  VI,  c.  66  (1949). 

^The  other  functions  formerly  performed  by  the  Department  of 
Hands  and  Mines  were  assumed  by  the  Department  of  Hands  and  Forests. 

O  C 

J  A  full  discussion  of  the  regulations  under  the  Mines  and 


-  29  - 


In  1951  natural  gas  licences  were  established,  w'  giving  an 
operator  who  has  discovered  only  natural  gas  in  drilling  on  a  reser¬ 
vation  the  right  to  develop  the  potential  of  the  geologic  zone  or  zones 
in  which  the  gas  was  found.  These  licences  may  remain  in  force  for 
up  to  three  years,  providing  a  continuous  drilling  programme  is  being 
carried  out.  The  fee  for  a  licence  is  $250,  and  the  rental  is  five 
cents  per  acre  for  each  half-year.  The  licencee  at  any  time  before  the 
termination  of  the  licence  may  apply  for  a  lease  of  the  natural  gas  in  any 
zone  or  zones  of  proven  commercial  pr odudbility,  the  area  allowed 
under  lease  being  dependent  upon  the  number  and  depth  of  producible 
wells  drilled  on  the  licence.  These  natural  gas  leases  are  of  a  term 
of  twenty-one  years,  subject  to  renewal  for  further  terms  over  their 
producible  life,  and  are  subject  to  an  annual  rental  of  thirty-three  and 
one-third  cents  per  acre  if  a  market  is  available,  or  otherwise  ten 
cents  an  acre. 

37 

Crown  reserve  natural  gas  licences  were  introduced  in  1952. 
These  are  similar  to  the  above  licences,  except  that  they  are  offered 
after  advertisement  on  a  cash  tender  basis,  and  include  all  of  the 
natural  gas  in  an  area  rather  than  specifying  the  zone  or  zones. 

Minerals  Act,  1962,  and  a  comparison  with  those  under  the  Min e s 
and  Minerals  Act,  is  provided  in  Chapter  III. 

3bAlberta,  Order  in  Council  No.  122/51  (January  29,  1951). 

3 1  Alberta,  Order  in  Council  No.  1705/  52  (December  1,  1952). 
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Leases  are  earned  in  the  same  way.  Natural  gas  licences  are  .  . 
intended  to  make  the  development  of  natural  gas  reserves  more  at¬ 
tractive  for  those  who  in  the  search  for  oil  have  discovered  natural 
gas . " 

Regulations  governing  the  granting  of  Crown  reserve  drilling 
reservations  were  established  in  1954.  ^9  Such  reservations  are 
offered  on  a  cash  bonus  basis'^  at  advertised  sales.  A  drilling  reser¬ 
vation  may  be  in  force  for  up  to  three  years  subject  to  a  semi-annual 
rental  of  twenty-five  cents  per  acre,  so  long  as  a  drilling  programme 
is  being  conducted.  The  holder  must  begin  drilling  to  a  zone  specified 
in  the  notice  of  sale  within  one  year  and  must  make  a  selection  of  leases 
within  three  months  in  the  event  of  the  discovery  of  oil  in  commercial 
quantity,  the  maximum  area  which  may  be  acquired  under  lease  also 
having  been  stated  in  the  advertisement. 

In  1951,  the  square- root  formula  for  calculating  royalties  was 
dropped  when  new  regulations  came  into  force  for  a  further  ten 
years.  ^  The  royalty  on  crude  oil  was  graduated  with  production,  with 

O  Q 

Department  of  Mines  and  Minerals  of  the  Province  of  Alberta, 
"The  Disposition  of  Petroleum  and  Natural  Gas  Rights  in  Alberta" 
(Edmonton:  mimeographed,  n.  d. ) ,  p.  3. 

3  9  Alberta,  Order  in  Council  No.  581/54  (April  23,  1954.) 

40In  addition,  there  is  a  fee  of  $250  for  a  drilling  reservation. 

^*In  fact,  these  royalties  were  applicable  until  April  1,  1962. 
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a  maximum  of  sixteen  and  two-thirds  per  cent  for  wells  producing  over 
4050  barrels  per  month,  and  decreasing  in  stages  to  a  minimum  of  five 
per  cent  on  production  up  to  600  barrels  per  month.  The  following 
table  shows  the  royalty  applicable  on  crude  oil  during  that  period: 


TABLE  3.  --  Royalty  payable  on  crude  oil  production;  1951-1962 


Monthly  Production 


Crown  Royalty 


0  -  600  barrels 

600  -  750  barrels 

750  -  950  barrels 

950  -  1150  barrels 
1150  -  1500  barrels 
1500  -  1800  barrels 
1800  -  4050  barrels 
4050  barrels  and  over 


5  per  cent  of  total  output 
30  barrels  plus  14  per  cent  of  output 
51  barrels  plus  17  per  cent  of  output 
85  barrels  plus  18  per  cent  of  output 
121  barrels  plus  19  per  cent  of  output 
12  1/2  per  cent  of  total  output 
225  barrels  plus  20  per  cent  of  output 
16  2/3  per  cent  of  total  output. 


over  600 
over  750 
over  950 
over  1150 

over  1800 


Source:  E.  J.  Hanson,  Dynamic  Decade  (Toronto:  McClelland  and 
Stewart  Ltd.  ,  1958),  p.  196. 


The  royalty  on  natural  gas  sold,  or  consumed  for  a  useful 
purpose,  was  fifteen  per  cent  of  the  selling  price  or  fair  value  at  the 
well-head,  subject  to  a  minimum  of  three-quarters  of  one  cent  per 
thousand  cubic  feet  unless  the  gas  was  processed  to  produce  sulphur, 
liquid  hydrocarbons,  or  carbon  dioxide.  The  royalty  on  sulphur 
derived  from  natural  gas  and  on  fluid  hydrocarbons  was  twelve  and 
one-half  per  cent. 

The  above  regulations  were  rescinded  and  replaced  on  April 
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first,  1962.  4  Since  that  date,  the  royalty  on  crude  oil  has  been  as 
follows: 


TABLE  4.  --  Present  royalty  on  crude  oil 


Monthly  Production  Crown  Royalty 

0  -  7  50  barrels  8  per  cent  of  total  output 

750  -  2700  barrels  60  barrels  plus  20  per  cent  of 

output  over  750 

2700  barrels  and  over  16  2/3  per  cent  of  total  output 

Source:  Alberta,  Order  in  Council  No.  256/62  (February 
21,  1962),  Schedule. 

The  royalty  on  natural  gas  sold  or  consumed  for  some  useful 
purpose  was  increased  to  sixteen  and  two-thirds  per  cent  of  selling  price 
on  fair  value  at  the  time  and  place  of  production.  The  minimum,  how¬ 
ever,  remained  at  three-quarters  of  one  cent  per  thousand  cubic  feet, 
with  the  same  exceptions  as  before.  The  differential  in  royalty  between 
natural  gas  per  se  and  the  products  obtained  thereform  was  discontinued; 
such  derivatives  as  sulphur  and  fluid  hydrocarbons  also  became  subject 
to  a  sixteen  and  two-thirds  per  cent  royalty. 

It  is  estimated  that  these  increases  in  royalty  will  result  in 

an  increase  of  between  five  and  six  million  dollars  per  year  in  revenue 

43 

to  the  Province. 

42 Alberta,  Order  in  Council  No.  256/62  (February  21,  1962). 

4  3 

"The  Edmonton  Journal,  February  24,  1962,  p.  23. 
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The  policy  of  the  Government  of  Alberta  with  respect  to 
its  petroleum  and  natural  gas  resources  may  be  summed  up  from  a 
statement  made  by  N.  E.  Tanner,  who  was  then  Minister  of  Mines 
and  Minerals,  in  1949. 

.  .  .we  are  determined  to  do  all  we  can  to  encourage  development.  .  .  . 
We  are  convinced  that  this  can  best  be  done  through  free  enterprise, 
where  there  is  good  wholesome  competition,  with  the  least  pos¬ 
sible  Government  restrictions  and  regulations.  .  .  .  We  are  deter¬ 
mined  to  carry  on  with  this  policy  and  have  made  it  clear  to  capital 
elsewhere  in  Canada  and  in  the  United  States  that  we  welcome  this 
capital  in  the  development  of  our  natural  resources.  .  .  .  The 
Government,  on  the  other  hand,  has  a  responsibility,  and  is  deter¬ 
mined  to  see  that  there  shall  be  no  monopoly  permitted  and  that  the 
interests  of  the  people  are  protected.  .  .  .  ^ 

One  feels  that  the  principles  of  this  statement  have  by  and  large  been 
adhered  to.  The  revision  of  the  Mines  and  Minerals  Act  in  1962  re¬ 
flected  the  adaptability  of  the  Government  to  changing  circumstances, 
and  is  sufficiently  comprehensive  to  warrant  full  discussion. 
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Tanner, 


Taxation,  p.  341  . 


First  Annual  Institute  on  Oil  and  Gas  Law  and 


CHAPTER  III 


THE  MINES  AND  MINERALS  ACT,  1962 

The  Mines  and  Minerals  Act,  1962,  ^  which  came  into  force  on 
June  1,  1962,  represents  the  first  comprehensive  revision  in  the  post- 
Leduc  period  of  the  regulations  governing  the  disposition  of  Crown 
petroleum  and  natural  gas.  The  changes  primarily  are  designed  to 
encourage  a  resurgence  of  exploratory  activity. 

The  Oil  and  Gas  Law  Revision  Committee  was  constituted  in 
June,  1961,  with  representatives  of  both  industry  and  government,  .  . 
to  make  a  comprehensive  study  of  existing  legislation  and  regulations 
pertaining  to  the  exploration,  development  and  marketing  of  oil  and  gas 
resources  of  the  Province"^.  The  Report  of  the  Committee,  which  was 


submitted  January,  1962,  stated  that 

It  is  the  opinion  of  your  committee  that  the  present  system  of 
tenure  and  Crown  reserves  tends  to  curtail  primary  exploration  by 
the  greatly  increased  number  of  companies  anxious  to  participate 
in  the  discovery  and  development  of  oil  and  gas  resources  in  the 
Province . 

The  system  seems  to  have  definitely  contributed  to  the  spending 
of  money  in  drilling  of  development  wells  in  marginal  areas  instead 
of  in  primary  exploration  in  the  locating  of  new  oil  and  gas  fields. 
Your  committee's  recommendations  are  largely  aimed  at  a  system 


^Statutes  of  Alberta,  11  Elizabeth  II,  c.  49  (1962). 

2 

Hon.  E.  C.  Manning,  "Address  to  the  Canadian  Petroleum 
Association"  (Calgary;  March  20,  1962),  in  Daily  Oil  Bulletin,  March 

21 ,  1962,  p.  1  . 
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which  will  permit  a  more  rapid  turn-over  of  undrilled  acreage  so 
as  to  encourage  more  primary  exploration  and  the  discovery  of 
new  oil  and  gas  reserves.  ^ 

Most  of  the  recommendations  of  the  Report  were  implemented  in  the 
new  Act  and  in  the  regulations  made  thereunder. 

The  proven  crude  oil  reserves  of  Canada  have  increased  mark¬ 
edly  over  the  past  decade.  However,  a  high  proportion  of  this  increase 
has  arisen  from  the  expansion  of  known  fields  rather  than  from  the 
discovery  of  new  pools.  This  is  evident  from  the  following  table. 


TABLE  5.  --  Increase  in  proven  reserves  of  crude  petroleum 

in  Canada,  1951-61 


New  Oil  Added  D 

uring  Year  (millions  of  barrels) 

Through  revisions 

Through  discoveries 

of  previous  estimates 

of  new  fields  and  of 

and  extensions  to 

new  pools  in  old 

known  fields 

fields 

Total 

1951 

84 

137 

221 

1952 

61 

302 

363 

1953 

152 

95 

247 

1954 

360 

98 

458 

1955 

366 

64 

429 

1956 

461 

48 

509 

1957 

167 

40 

207 

1958 

448 

9 

457 

1959 

421 

94 

515 

I960 

350 

22 

373 

1961 

695 

21 

716 

Source:  Canadian  Petroleum  Association,  1961  Statistical 
Year  Book  (Calgary:  1962),  p.42. 
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Report  of  Oil  and  Gas  Law  Revision  Committee  (Edmonton: 


mimeographed,  1962),  pp.  2-3. 
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The  concern  of  the  Oil  and  Gas  Law  Revision  Committee  with  encourage¬ 
ment  of  primary  exploration  would  therefore  appear  to  be  well  founded. 

One  significant  innovation  of  The  Mines  and  Minerals  Act,  1962 
is  the  establishment  of  "Block  A",  which  is  that  part  of  the  Province 
in  townships  one  to  sixty-four  inclusive  between  the  fourth  and  fifth 
meridians.  ^  It  is  considered  that  this  region  .  .  seems  to  have  been 
explored  to  the  degree  that  it  is  reasonably  improbable  to  anticipate 
the  discovery  of  an  extensive  oil  field".  ^  In  order  to  encourage  further 
exploration  in  this  area,  more  generous  terms  of  acquisition  of  Crown 
rights  were  made  applicable  to  it. 

Crown  reserves  were  discontinued  within  Block  A.  The  three 
Provincial  reserves  which  had  existed  in  that  area --the  Crow  Indian 
Lake,  Lucky  Strike,  and  Dorothy  re  serve  s -- were  therefore  abolished. 
Further,  petroleum  and  natural  gas  permits  were  introduced  and  sub¬ 
stituted  for  petroleum  and  natural  gas  reservations  as  the  form  of 
disposition  of  Crown  rights  for  exploratory  purposes  within  the  Block. 

The  regulations  governing  petroleum  and  natural  gas  permits^ 
came  into  effect  with  the  Act.  The  maximum  area  which  may  be  included 
in  a  permit  is  thirty- six  sections,  but  there  is  no  limit  on  the  number  of 

^The  Mines  and  Minerals  Act,  1962,  s.  109>  cl.  (a). 

5 

Report  of  Oil  and  Gas  Law  Revision  Committee,  pp.  7-8. 

^ Alberta,  Order  in  Council  No.  606/62  (April  30,  1962). 
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permits  which  a  person  may  hold  at  any  one  time.  Two  methods  of 
acquisition  are  laid  down;  where  the  lands  had  been  Provincial  reserves 
or  classified  generally  as  Crown  reserves  under  the  former  Act,  one 
may  request  that  the  Department  of  Mines  and  Minerals  advertize  the 
rights  for  sale  and  then  bid  for  the  parcel  on  a  cash  bonus  basis,  but 
where  the  lands  had  been  generally  available  prior  to  the  1962  Act,  one 
may  acquire  a  permit  by  application. 

The  fee  for  a  permit  is  ten  dollars,  and  the  rental  on  lands  so 
held  is  fifty  cents  per  acre  for  the  six-month  term  of  the  permit.  Up 
to  three  renewals  of  six  months  each  may  be  granted  on  payment  of 
further  rentals  at  the  same  rate.  In  effect,  then,  permits  may  be  held 
unconditionally  for  two  years  at  an  annual  rental  of  one  dollar  per  acre. 
Two  further  renewals  may  be  granted  on  the  same  terms  if  a  well  is  being 
drilled  on  the  area  under  permit  at  the  expiry  of  the  third  renewal. 

Although  it  is  not  necessary  to  drill  during  the  first  two  years 
of  the  permit,  an  incentive  to  do  so  is  offered  through  reductions  in 
rentals.  If  the  permittee  commences  such  operations  during  the  initial 
term,  a  refund  of  thirty  cents  per  acre  is  made.  Similarly,  refunds  of 
twenty  cents  and  ten  cents  per  acre  are  made  if  drilling  is  begun  during 
first  and  second  renewals  respectively. 

The  right  to  select  petroleum  and  natural  gas  leases  from  the 
lands  held  under  permit  is  subject  to  the  drilling  of  an  exploratory  well, 
but,  after  complying  with  this  stipulation,  the  permittee  may  acquire 
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under  lease  all  of  the  lands  covered  by  the  permit.^7  Up  to  fifty  per 
cent  of  drilling  expenditures  incurred  may  be  applied  to  the  first  year's 
rental  on  any  leases  acquired  out  of  the  permit. 

Extensive  changes  appear  in  the  regulations  governing  petroleum 

and  natural  gas  leases  under  the  1962  Act.  One  change  is  that  leases 

need  no  longer  be  square  or  rectangular  in  shape;  any  group  of  locations 

may  be  included  in  one  lease  so  long  as  its  component  parts  corner  or 

adjoin  and  would  be  encompassed  in  a  three  mile  square  or  a  four  mile 

8 

by  two  mile  rectangle.  Holders  of  existing  leases  which  corner  or 
adjoin  may  now  consolidate  their  parcels  to  conform  to  the  above  pro¬ 
visions.  Further,  it  is  no  longer  possible  to  obtain  leases  directly  in 
unsurveyed  territory;  they  now  can  be  acquired  in  such  regions  only  from 
a  petroleum  and  natural  gas  reservations  or  through  an  order  of  the 
Lieutenant  Governor  in  Council. 

The  term  of  leases  granted  after  June  1,  1962,  was  reduced 
from  twenty- one  years  to  ten  years.  Renewals  may  be  granted  during 
the  productive  life  of  a  lease  in  ten- year  sequences,  but  for  each  pro- 


7 

If  in  drilling  on  the  area  under  permit  only  natural  gas  is 
discovered,  the  permittee  may  apply  for  a  natural  gas  license  of  the 
zone  or  zones  in  which  the  gas  is  discovered. 

o 

Mines  and  Minerals  Act,  1962,  s .  1 1 4 ,  cl .  2 . 

The  minimum  area  which  may  be  acquired  under  lease  is  one 
quarter  section,  except  that  leases  applied  for  out  of  a  reservation  or 
permit  may  comprise  only  a  legal  subdivision. 

Petroleum  and  natural  gas  leases  will  hereafter  be  referred 
to  as  leases.  These  are  distinct  from  natural  gas  leases. 


-  39  - 


ducing  well  only  its  spacing  unit,  which  is  the  area  allocated  to  it  by 
the  Oil  and  Gas  Conservation  Board  for  drilling  and  production  purposes, 

Q 

or  one  section,  whichever  larger,  may  be  renewed.  If  a  well  is  being 
drilled  on  a  lease  at  the  expiry  of  its  term,  one  section  may  continue 
under  lease  during  the  drilling  of  the  hole  and,  if  the  well  is  capable  of 
production,  the  lease  is  renewed  as  though  the  well  had  been  completed 
before  the  expiry  of  the  term.  Should  that  well  be  abandoned,  the  same 
section  continues  under  lease  for  ninety  days,  and  may  be  further  extend¬ 
ed  if  drilling  of  another  well  is  begun  during  that  period. 

An  ''offset''  well  must  be  drilled  on  a  location  within  ninety 
days  if  petroleum  is  being  produced  from,  an  adjoining  spacing  unit  the 
petroleum  and  natural  gas  rights  on  which  are  not  owned  by  the  Province/ 
This  requirement  was  also  in  the  former  Act,  and  is  designed  to  prevent 
a  freehold  well  draining  oil  from,  a  portion  of  a  pool  to  which  there  are 
Crown  rights.  The  lessee  may  however  now  defer  this  obligation  through 
payment  of  a  compensatory  royalty.  For  the  first  two  years  after  the 
expiry  of  the  ninety- day  limit,  this  royalty  is  assessed  at  one -half  of  the 
royaltv  that  would  have  been  payable  to  the  Province  if  the  production  of 
the  freehold  well  were  in  fact  from,  the  Crown  lease,  and  thereafter  the 

'The  Mines  and  Minerals  Act,  1962,  s.  12o 
Under  the  former  Act,  the  entire  lease  area  was  renewable  so 
long  as  a  location  was  capable  of  commercial  production. 

"^The  Mines  and  Minerals  Act,  1962,  ss.  133-34. 

Compare  with  Statutes  of  Alberta,  13  Geo.  VI,  c.66  (1949 )> 


"The  Mine s  and  Minerals  Act,  s.257. 
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full  royalty  rate  is  applied.  If  the  lessee  wishes  neither  to  drill  the 
offset  well  nor  to  pay  the  compensatory  royalty,  he  may  surrender  only 
the  spacing  unit  in  which  he  is  required  to  drill,  and  retain  the  remainder 
of  the  lease.  If  the  freehold  well  produces  from  a  strata  different  to  that 
from  which  the  spacing  unit  on  Crown  land  is  expected  to  produce,  the 
lessee  may  surrender  just  the  zone  in  which  the  offset  well  is  required. 

Apart  from  the  above,  no  drilling  requirement  is  specified  for 
leases  granted  under  the  present  regulations.  A  clause  existed  in  the 
former  Act  stipulating  that  drilling  be  commenced  on  a  lease  within  one 
year,  ^  but  it  was  not  strictly  enforced  ”.  .  .because  potential  production 
from  existing  wells  has  been  so  much  greater  than  market  requirements111. 

Drilling  requirements  are  now  imposed  on  leases  granted  prior 
1  3 

to  June,  1962,  such  that  it  will  after  1967  be  impossible  to  hold  a  lease 


The  Mines  and  Minerals  Act,  s.251- 

Further  work  requirements  under  that  Act,  none  of  which  were 
rigidly  enforced,  stipulated  that  if  a  well  was  abandoned,  the  drilling 
of  a  second  well  on  the  location  had  to  begin  within  six  months,  or  if  a 
well  was  completed  as  a  producer  the  drilling  of  another  well  had  to 
begin  within  ninety  days.  The  Minister  was  empowered  to  defer  these 
requirements . 

1  2 

The  Edmonton  Journal,  February  24,  1962,  p.23. 

1  3 

On  August  19,  1947,  an  amendment  was  made  to  the  regulations 
to  permit  the  granting  of  renewals  so  long  as  the  location  was  capable 
of  petroleum  or  natural  gas  production.  These  drilling  requirements 
apply  only  to  leases  granted  after  that  date.  Leases  granted  prior  to 
this  amendment  were  renewable  irrespective  of  production;  holders  of 
such  leases  will  be  entitled  on  termination  of  their  lease  to  a  new  lease 
for  a  primary  term  of  ten  years. 

Manning,  Daily  Oil  Bulletin,  March  21,  1962,  p.2. 
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for  more  than  ten  years  without  having  drilled  on  it,  unless  there  exists 
on  the  lease  a  producing  well,  or  the  rental  on  the  lease  has  been 
reduced  because  it  is  deemed  to  be  within  a  natural  gas  field,  or  the 
lease  has  been  integrated  with  others  in  a  field  to  facilitate  a  co¬ 
ordinated  production  programme  or  "unit  operation"  for  that  field.  The 
Minister  may  serve  notice  on  the  lessee  that  drilling  must  be  commenced 
within  one  year.  These  notices  will  be  served  first  on  those  leases  which 
have  reached  the  end  of  the  fifteenth  year  of  their  term  before  or  during 

1961.  After  January  1,  1963,  notice  may  be  given  on  leases  which  have 
reached  the  end  of  the  fourteenth  year  of  their  term  before  or  during 

1962,  and  so  on,  until  after  January  1,  1967,  notices  may  be  issued  on 

1 4 

any  lease  which  has  reached  the  end  of  the  tenth  year  of  its  term. 

As  some  of  the  leases  affected  by  this  regulation  cover  small 
acreages,  provision  is  made  for  grouping  any  leases  held  by  the  lessee 
for  the  purpose  of  drilling  to  comply  with  a  notice,  so  long  as  the  leases 
to  be  included  in  a  group  are  neither  subject  to  offset  requirements,  part 
of  a  unit  operation,  nor  presently  containing  a  producing  well.  Such 
groups,  however,  may  not  comprise  more  than  six  sections  where  the 
intended  depth  of  the  well  is  less  than  three  thousand  feet.  They  may 
be  as  large  as  eight  sections  if  it  is  proposed  to  drill  to  between  three 
thousand  and  six  thousand  feet,  and  may  include  twelve  sections  if  the 

1  4 

The  Mines  and  Minerals  Act,  1962,  ss.l 64*65. 
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well  is  to  be  of  a  depth  of  not  less  than  six  thousand  feet.  An  additional 

two  sections  may  be  added  to  the  group  for  each  thousand  feet  of  intended 

1  5 

depth  in  excess  of  eight  thousand  feet.  Irrespective  of  whether  the 
well  proves  to  be  productive,  the  lease  or  any  lease  in  the  group  may 
then  continue  for  its  full  twenty- one  year  term,  after  which  it  may  be 
renewed  in  the  same  way  as  leases  granted  under  the  present  Act. 

It  is  possible  to  defer  drilling  on  a  lease  on  which  a  notice  has 
been  served  for  four  years  beyond  the  one- year  deadline  on  payment  of 
a  cash  penalty  of  one  dollar  per  acre  for  the  first  year,  and  three,  five 

and  nine  dollars  per  acre  for  the  second,  third  and  fourth  years  respect- 

.  .  16 

ively . 

The  rental  provisions  for  leases  under  The  Mines  and  Minerals 
Act,  1962  are  the  same  as  those  under  the  former  Act.  The  annual  ren¬ 
tal  is  one  dollar  per  acre.  This  may  be  reduced  to  fifty  cents  an  acre  if 

the  lessee  proves  through  drilling  that  his  lease  is  within  a  natural  gas 
17 

field.  A  similar  reduction  applies  to  the  spacing  unit  of  any  well  cap- 


1  5 

The  concept  of  grouping  leases  to  satisfy  drilling  requirements 
existed  under  The  Mines  and  Minerals  Act.  A  lessee  could  group  his 
leases  any  portion  of  which  were  located  within  a  three  mile  radius  of 
the  projected  well  site,  so  long  as  the  total  area  of  such  a  group  did  not 
exceed  1  1,  520  acres,  that  is,  eighteen  sections. 

The  Mines  and  Minerals  Act,  s.260. 

^The  Mine  s  and  Minerals  Act,  1962,  s.  1  67 . 


17 

Before  such  a  reduction  becomes  effective,  the  Minister 
may  require  the  lessee  to  drill  to  a  specified  formation  to  search  for  oil. 
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able  of  producing  only  natural  gas  so  long  as  no  petroleum  is  being 
produced  from  the  lease.  In  the  absence  of  an  adequate  market  for  the 
lessee's  gas  the  rental  may  be  further  reduced  to  twenty- five  cents  an 
acre.  These  reductions  are  of  course  subject  to  cancellation  in  the 
event  of  discovery  of  petroleum  in  any  well  on  the  lease. 

The  regulations  governing  petroleum  and  natural  gas  reservations 
were  also  amended,  effective  June  1,  1962.  ^  However,  reservations^ 
in  force  on  that  date  remained  subject  to  the  former  regulations  in  all 
re  spe  cts . 

Reservations  may  no  longer  be  acquired  in  Block  A,  where  they 
have  been  superceded  by  petroleum  and  natural  gas  permits.  In  all 
other  areas  of  the  Province  except  Crown  reserves,  reservations  may 
be  obtained,  as  before,  by  application.  A  fee  of  $250,  plus  a  deposit 
of  $2,  500  for  each  twenty  thousand  acres  applied  for,  must  accompany 
the  application.  The  deposit  is  held  as  a  guarantee  that  an  examination 
of  the  reservation  will  be  undertaken  in  accordance  with  the  regulations, 
and  is  refunded  on  completion  of  satisfactory  work. 

The  maximum  area  of  a  reservation  may  not  exceed  four  and  one- 
third  townships,  which  is  slightly  less  than  the  former  maximum  of  one 

^Alberta,  Order  in  Council  No.  607/62  (April  30,  1962). 

^Petroleum  and  natural  gas  reservations  will  be  referred  to 
simply  as  reservations.  These  are  distinct  from  Crown  reserve 
drilling  reservations. 
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hundred  thousand  acres.  The  length  of  the  parcel  applied  for  shall  not 
be  more  than  three  times  its  breadth,  except  by  special  consent  of  the 
Mini  s ter . 

The  term  of  a  reservation  remains  at  four  months.  However, 
whereas  under  the  previous  regulations  any  reservation  issued  after 
October  the  first  did  not  become  effective  until  the  following  January,  the 
term  now  begins  in  all  cases  on  the  date  of  issue. 

As  'under  the  previous  re gulations ,  it  is  required  that  the  holder 
must  submit  to  the  Director  of  Minerals  a  plan  of  the  proposed  examination 
of  the  reservation.  Where  a  person  holds  more  than  one  reservation,  he 
may  now  group  them,  under  one  plan  so  long  as  the  area  of  the  combined 
holdings  does  not  exceed  two  hundred  thousand  acres. 

If  the  plan  of  examination  is  satisfactory,  the  reservation  may 
be  renewed  for  another  four  months.  Within  eight  months  a  progress 
report,  which  is  to  include  an  estimate  of  costs  incurred,  m.ust  be 
submitted.  If  the  work  performed  is  deemed  to  be  adequate,  the  reser¬ 
vation  may  be  renewed  for  a  further  four  months.  So  far,  former  and 
present  regulations  are  parallel;  one  may  hold  a  reservation  for  one 
year  rent-free  upon  certain  conditions. 

Under  the  previous  regulations,  four  further  renewals  of  three 
months  each  could  be  granted  on  payment  of  seven  cents  per  acre  for 
each  of  the  first  two  and  eight  cents  per  acre  for  each  oi  the  s e cone  two. 


Where  the  nature  of  the  terrain  or  the  inaccessibility  of  the  area  or  ctner 
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conditions  over  which  the  holder  had  no  control  delayed  examination  of 
the  reservation,  each  of  these  renewals  could  be  extended  for  a  second 
three-month  term  upon  the  approval  of  a  Board  of  Arbitrators.  There¬ 
fore  a  reservation  could  in  these  circumstances  be  held  for  three  years 
without  drilling.  A  further  indefinite  extension  could  be  granted  by  the 
Minister  in  cases  where  conditions  over  which  the  holder  had  no  control 
seriously  retarded  the  examination.  If  drilling  had  been  or  was  being 
conducted  on  the  reservation  at  the  close  of  the  final  renewal  or  extension, 
and  it  was  proposed  to  continue  such  operations  beyond  that  time,  up  to 
four  more  renewals  of  three  months  each  could  be  granted  at  twenty- 
five  cents  an  acre  if  drilling  was  being  carried  out  and  was  impossible 
to  complete  before  the  termination  of  the  reservation. 

Under  the  present  regulations,  up  to  four  renewals  of  six  months 
each  may  be  granted  beyond  the  first  year  of  the  reservation  upon  payment 
of  a  fee  of  ten  cents  per  acre  for  each  renewal.  If  at  the  end  of  the  final 
renewal,  that  is,  after  the  reservation  has  been  in  force  for  three  years, 
the  Minister  agrees  that  conditions  over  which  the  holder  has  no  control 
have  precluded  completion  of  the  examination,  he  may  grant  a  further 
extension  of  up  to  two  years  under  such  conditions  as  he  sees  fit.  The 
provisions  governing  the  granting  of  up  to  six  further  renewals  in  the 
case  of  drilling  being  conducted  at  the  close  of  the  above  renewals  or 
extension  are  essentially  unchanged.  The  holder  may,  however,  group 
with  the  reservation  on  which  drilling  is  being  conducted  his  otner  reser- 
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vations  on  up  to  a  combined  acreage  of  two  hundred  thousand  acres,  so 
that  drilling  on  any  lands  in  the  group  qualify  each  of  the  reservations  in 
the  group  for  renewal  under  this  condition.  This  grouping  may  be  done 
at  any  time  before  the  granting  of  the  first  "drilling"  renewal. 

The  provisions  for  selection  of  leases  from  a  reservation  are 
substantially  the  same  as  those  under  the  former  regulations.  At  any 
time  during  the  currency  of  a  reservation,  the  holder  may  make  applica¬ 
tions  to  lease  up  to  one  half  of  the  area  in  each  township  making  up  the 
reservation.  A  block  comprising  a  lease  or  leases  may  not  be  larger  than 
three  miles  square  or  four  miles  by  two  miles,  and  the  blocks  may  corner 
but  otherwise  must  be  separated  by  at  least  one  mile.  Crown  reserves 
are  established  consisting  of  an  area  at  least  one  mile  in  width  surrounding 
each  location  or  concentration  of  leases  and  the  portions  of  a  checker¬ 
board  pattern  not  permitted  under  lease,  and  any  other  areas  which  the 
Minister  may  select.  The  portions  of  the  reservation  not  selected  as 
leases  or  required  as  Crown  reserves  continue  under  reservation. 

If  petroleum  in  commercial  quantity  is  discovered  while  drilling 
on  a  reservation,  the  holder  must  apply  for  a  lease  of  the  location  within 
three  months  of  the  discovery.  The  drilling  of  another  well  on  the  res¬ 
ervation  within  four  and  one-half  miles  of  the  discovery  is  prohibited 
until  this  has  been  done. 

There  are,  however,  some  differences  between  the  former  and 
the  present  provisions  regarding  the  selection  of  leases  from  reservations. 
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Firstly,  it  used  to  be  the  case  that  no  lease  could  be  selected  within  one- 
half  mile  of  the  border,  unless  Crown  reserves  at  least  one  mile  deep 
had  been  established  in  Crown  lands  adjoining  the  border  or  the  holders 
of  adjoining  reservations  agreed  to  certain  provisions  with  respect  to 
Crown  reserves.  This  restriction  does  not  appear  in  the  present  regu¬ 
lations.  Secondly,  it  is  still  possible  to  apply  up  to  one  half  of  the  explor¬ 
atory  and  drilling  expenditures  incurred  on  the  reservation  as  credit  to  one 
year*s  rental^  of  any  lease  or  leases  acquired  out  of  that  reservation, 
but,  when  reservations  have  been  grouped  either  for  submission  of  a  plan 
or  for  "drilling,,  renewals,  that  portion  of  the  credit  granted  by  virtue  of 
drilling  expenses  on  one  of  the  reservations  may  now  be  applied  to  the 
first  year*s  rental  of  any  leases  acquired  out  of  the  other  reservations  in 
the  group. 

21 

The  regulations  governing  Crown  reserve  drilling  reservations 
for  all  practical  purposes  remain  unchanged,  except  that  Block  A  is  of 
course  excluded  under  the  current  regulations  because  of  the  abolition  of 
Crown  reserves  therein.  Drilling  reservations  are  acquired  by  cash  tender 
on  advertized  rights.  The  fee  is  $250,  and  the  rental  is  twenty-five  cents 
per  acre  for  the  six-month  term.  Up  to  five  renewals  of  six  months  each 
may  be  granted  on  payment  of  rentals  of  twenty-five  cents  per  acre  for 

^It  is  stipulated  in  the  current  regulations  that  such  credits  may 
be  applied  only  to  the  rental  for  the  first  year  of  the  lease. 

^Alberta,  Order  in  Council  No.  722/62  (May  17,  1962). 
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each  renewal.^ 

Within  one  year  of  the  date  of  the  drilling  reservation,  the  holder 
must  commence  drilling  to  search  for  oil  and,  in  the  event  that  oil  is  not 
discovered  in  commercial  quantity,  a  second  well  must  be  begun  within 
three  months  of  the  termination  of  operations  on  the  first.  Where  drilling 
has  been  delayed  because  of  weather,  physical  or  other  conditions  beyond 
the  control  of  the  holder,  the  Minister  may  allow  the  suspension  of  drilling 
for  up  to  six  months  on  such  terms  as  he  sees  fit. 

At  any  time  prior  to  the  expiry  of  a  drilling  reservation,  the 
holder  may  apply  for  a  lease  or  leases  from  it,  provided  he  has  complied 
with  the  regulations.  No  leases  will  be  issued  unless  a  well  has  been  dril¬ 
led  to  the  zone  specified  in  the  notice  making  the  rights  available  or  to  a 
depth  that  indicates  either  that  the  zone  is  not  present  or  is  likely  to  occur 
at  excessive  depth  because  of  folding  or  faulting  of  the  strata,  or  oil  has 
been  discovered  in  commercial  quantity  in  any  zone. 

The  maximum  area  which  may  be  acquired  under  lease  is  stipu¬ 
lated  in  the  notice  of  disposition.  Expenses  incurred  in  drilling  on  the 
reservation  may  be  credited  towards  the  first  year's  rental  on  any  leases 
obtained  from  the  reservation. 

In  the  event  that  oil  is  discovered  in  commercial  quantity  on  a 
22 

Under  the  former  regulations,  the  holder  of  a  drilling  reser¬ 
vation  had  to  file  a  progress  report  when  applying  for  each  renewal. 

This  requirement  has  been  dropped. 
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drilling  reservation,  the  holder  must  complete  the  well  as  a  producer  or 
deepen  it.  Within  three  months  of  the  discovery  or  the  termination  of  the 
deepening  of  the  hole,  the  holder  must  apply  for  a  lease  or  leases  from  the 
reservation,  and  no  further  drilling  is  permitted  until  this  is  done. 

When  application  is  made  for  leases  the  reservation  automatically 
terminates  unless  the  holder,  having  discovered  oil  and  selected  his  leases, 
agrees  to  commence  the  drilling  of  another  well  on  the  reservation  before 
an  agreed  date  to  test  for  oil  in  a  zone  other  than  that  in  which  the  dis¬ 
covery  was  made.  If  oil  is  discovered  in  the  other  zone,  the  holder  is 
permitted  to  amend  his  original  application  for  leases.  The  total  acreage 
applied  for  must,  however,  remain  not  greater  than  the  area  indicated  in 
the  notice  of  sale. 

2  3 

Natural  gas  licence  regulations  remain  much  as  before.  Li¬ 
cences  granted  under  the  former  regulations  but  still  in  force  on  June  1, 
1962,  continued  under  those  regulations,  but  any  leases  granted  out  of 
such  licences  became  subject  to  the  new  regulations.  If  the  holder  of  a 
reservation  or  a  permit  determines  the  presence  of  natural  gas^  through 
drilling,  he  may  apply  for  a  natural  gas  licence  of  the  zone  or  zones  con- 

^Alberta,  Order  in  Council  No.  776/62  (May  24,  1962). 

24 

Natural  gas  "means  the  production  from  any  well  that,  in  the 
opinion  of  the  Oil  and  Gas  Conservation  Board,  initially  produces  gas 
either  alone  or  with  oil  at  a  gas -oil  ratio  of  ten  thousand  cubic  feet  to 
the  barrel  or  higher". 

The  Mines  and  Minerals  Act,  1962,  s.l48>cl.3  (a). 
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taining  the  natural  gas.  One  modification  of  the  new  regulation  is  that, 
whereas  formerly  there  was  no  area  limitation  on  a  natural  gas  licence 
other  than  the  size  of  the  reservation,  there  is  now  a  maximum  of  thirty- 
six  sections  for  each  licence.  An  applicant  holding  adjoining  reservations 
or  permits  may  include  in  his  application  lands  from  both  parcels.  There 
is  no  limit  to  the  number  of  licences  a  person  may  hold  at  any  one  time. 

Before  the  granting  of  a  licence  the  applicant  must  furnish  infor¬ 
mation  regarding  the  natural  gas  found  in  the  zone  or  zones  for  which  ap¬ 
plication  is  made.  The  fee  for  a  licence  is  $250,  and  rental  is  five  cents 
per  acre  for  the  six-month  term  of  the  licence.  Up  to  five  renewals  of  six 
months  each  may  be  granted  on  payment  of  further  rentals  at  the  same  rate 
It  is  required  that  the  licencee  begin  drilling  with  three  months 
of  the  date  of  issue  to  test  for  natural  gas  in  the  zone  or  zones  specified. 
Within  three  months  of  the  completion  or  abandonment  of  the  first  well, 
the  drilling  of  another  must  be  commenced,  and  so  on.  Should  natural 
gas  in  commercial  quantities  be  discovered  in  a  zone  not  included  in  the 
licence,  such  zone  may  be  surrendered  out  of  the  reservation  or  permit 
or  the  leases  granted  therefrom,  and  included  in  the  licence.  Again, 
where  drilling  is  delayed  because  of  conditions  beyond  the  control  of  the 
licencee,  consent  may  be  given  to  suspension  of  operations  for  a  period 
of  up  to  six  months,  subject  to  any  terms  which  may  be  prescribed  at  the 

25 

Under  the  former  regulations,  a  progress  report  had  to  be 
filed  with  each  application  for  renewal. 


25 
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time . 

Prior  to  the  termination  of  a  licence,  the  licencee  may  apply 
to  lease  the  natural  gas  discovered  through  drilling  in  the  zone  or  zones 
specified  in  the  licence.  The  area  which  may  be  acquired  under  natural 
gas  lease  depends  upon  the  number  of  wells  drilled  on  the  licence  which 
have  determined  the  presence  of  commercial  quantities  of  natural  gas, 
and  upon  the  depth  of  those  wells.  Six  sections  may  be  leased  for  each 
such  well  at  a  depth  not  exceeding  three  thousand  feet,  eight  sections 
may  be  leased  where  the  depth  of  the  well  is  between  three  thousand 
and  six  thousand  feet,  and  ten  sections  may  be  leased  where  the  depth 
is  more  than  six  thousand  feet,  with  one  further  section  being  permitted 
under  lease  for  each  additional  thousand  feet.  If  one  well  has  discovered 
gas  in  commercial  quantity  in  more  than  one  zone,  the  depth  of  the  deep¬ 
est  zone  in  which  the  well  was  completed  is  used  to  determine  the  number 
of  sections  which  the  licencee  is  entitled  to  acquire  under  lease  by  virtue 
of  that  well.. 

Notwithstanding  the  above,  if  the  licencee  has,  by  the  drilling  of 
adequately  spaced  wells,  delimited  a  field  of  natural  gas  within  the  licen¬ 
ced  area,  he  may  acquire  natural  gas  leases  of  the  field  so  delimited  in 
the  zones  described  in  the  licence.  Crown  reserves  are  not  required  to 
be  established  when  natural  gas  leases  are  granted. 

"In  view  of  the  uncertainty  of  obtaining  markets  for  natural  gas 


-  52- 


VJ  1 

tr.e  tern 


of  nat-ira.  gas  leases  rental 


ts  a:  twenty- one  years. 


Renewals  may  :e  granted  as  long  as  the  location  is  capable  of  producing 


as  in  commercial  q  Lantity. 


-he  ann-al  rental  of  natural  zas  leases  is  thirtv-  three  and  one- 


t n: r d  cents  per  acre  bet  may  be  red-iced  at  the  Minister  s 


'  s  ere  non  to 


ten  cents  an  acre  in  cases  where  an  adequate  market  is  not  available  to 


the  lessee.  Dril 


Jung  expenses  lacirrec  on  a  natira.  gas  licence  may  be 


credited  towards  the  first  year  s  rental  on  any  lease  accnred  o it  of  the 
licence . 

The  lessee  m_st  commence  drilling  on  a  natiral  gas  lease  within 
six  months  of  being  notified  by  the  Minister  to  do  so,  and  mis:  be£in  a 


second  well  within  six  months,  or  s  ich  lender  cerioc  as  the  himtst 


e  r 


directs,  of  the  termination  of  the  first.-  This  stip-ilation  is  designed 
to  g-arantee  that  a  supply  of  natiral  gas  will  be  available  when  reemred 
by  the  market.  ^ 

Upon  surrender  of  a  licence  or  of  all  subsisting  leases  granted 
out  of  a  licence,  the  holder  of  a  reservation  or  permit  may  be  allowed, 
a:  the  Minister  s  discretion  to  have  the  gas  rights  contained  in  the 
licence  or  leases  that  lie  within  the  reservation  or  permit  included  in  the 


"Report  of  Oil  and  uas  Lav-  Revision  Committee,  p.  10, 


-he  Mines  and  Minerals  Act.  Me 2,  s .  153. 


25 


Report  of  Oil  and  Gas  Law  Revision  Committee,  p.  10. 


53  - 


reservation  or  permit.  Similarly,  the  holder  of  leases  granted  uut  of 
a  reservation  or  permit  may  be  entitled  to  include  in  these  leases  that 
part  of  the  natural  gas  rights  contained  within  them  but  held  separately 
under  natural  gas  licence  or  lease,  upon  surrender  of  his  licence  of  the 
area  or  of  all  leases  granted  out  of  it. 

29 

Crown  reserve  natural  gas  licences  7  continue  to  be  similar  to 
natural  gas  licences,  except  that  they  are  granted  to  the  highest  bidder  at 
an  advertized  tender,  rather  than  by  application,  and  include  all  of  the 
natural  gas  underlying  a  location.  The  fee  and  rental  are  the  same  for 
natural  gas  licences  and  Crown  reserve  natural  gas  licences,  as  are  the 
new  acreage  limitation,  the  number  of  renewals  permitted,  the  work 

30 

requirements,  and  the  conditions  under  which  leases  may  be  granted. 

Under  both  the  former  and  the  present  regulations,  provision 
is  made  for  conversion  to  a  petroleum  and  natural  gas  lease  if  oil  is  dis¬ 
covered  while  drilling  on  Crown  reserve  in  a  zone  or  zones  held  under 
natural  gas  licence  or  lease.  A  petroleum  and  natural  gas  lease  of  the 
quarter  section  in  which  the  discovery  was  made  may  be  obtained  upon 
surrender  out  of  the  licence  or  lease  of  three  quarter- se ctions  of  Crown 

^Alberta,  Order  in  Council  No.  807/62  (May  31,  1962). 

30 

The  provision  that,  if  the  licencee  has  delimited  a  natural  gas 
field  through  the  drilling  of  adequately  spaced  wells,  he  may  acquire 
natural  gas  leases  of  the  field  so  delimited,  does  not  apply  to  Crown 
reserve  natural  gas  licences. 
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reserves  in  the  vicinity  of  the  discovery. 

The  Mines  and  Minerals  Act,  1962,  has  not  been  in  force  for 
sufficient  time  to  permit  an  evaluation  of  the  effect  of  the  changes  from 
the  former  Act  upon  the  petroleum  and  natural  gas  industry.  The  shorter 
term  of  new  petroleum  and  natural  gas  leases  should  result  in  a  more 
rapid  turn-over  of  undrilled  acreage.  The  provisions  for  renewal  of 
leases  and  the  definite  time  limit  on  reservations  should  also  contribute 
to  this  end. 


CHAPTER  IV 


REVENUES  TO  THE  PROVINCE  OF  ALBERTA  FROM 
DISPOSITION  OF  CROWN  MINERAL  RIGHTS 


Petroleum  and  Natural  Gas  Industry  Expenditure  on  Land  Acquisition 

and  Rentals,  and  on  Royalties 

From  1947  to  1961,  the  petroleum  and  natural  gas  industry  in 

Alberta  spent  on  the  average  more  than  one- quarter  of  its  total  outlay  on 

land  acquisition,  rentals  and  royalties.  The  development  of  the  Leduc 

and  Redwater  fields*  and  a  number  of  smaller  pools  led  to  a  marked 

increase  in  such  disbursements,  from  $7.5  million  in  1947  to  $52  million 
2 

in  1950.  In  the  early  1950's,  this  expenditure  was  below  the  1950  level, 
but  in  1954  it  was  twice  that  of  the  previous  year,  and  reached  $94  mil- 


*  Production  from  the  Leduc- Woodbend  field  increased  rapidly 
from  372,  000  barrels  in  1947  to  4,  657,  000  barrels  in  1948,  9 ,  689,  000 
barrels  in  1949,  and  10,589,  000  barrels  in  1950.  A  quite  steady  in¬ 
crease  during  the  early  1950'  s  brought  production  from  this  field  to  a 
peak  of  21 ,  360,  000  barrels  in  1953. 

Production  from  the  Redwater  field  also  increased  markedly 
from  37,  000  barrels  in  1948  to  10,  746,  000  barrels  in  1950  and 
23,  118,  000  barrels  in  1951.  A  maximum  output  of  23,  975,  000  barrels 
was  reached  in  1952. 

Dominion  Bureau  of  Statistics,  The  Crude  Petroleum  and 
Natural  Gas  Industry  (Ottawa,  annual  to  I960). 

2 

See  Table  1,  Appendix  1. 
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lion.  In  part,  this  increase  may  be  attributed  to  the  discovery  of  the 
Pembina  field.  °  The  outlay  on  land  acquisition  exceeded  $100  million 
in  both  1956  and  1957,  and  after  declining  somewhat  the  following  year, 
reached  its  peak  in  1959  at  $109  million.  In  I960,  however,  there  was 
a  drop  of  $18  million  in  such  payments,  and  1961  saw  a  further  slight  de¬ 
cline  to  $87.5  million. 

The  proportion  of  total  industry  expenditure  accounted  for  by 
land  acquisition  and  rentals  over  the  period  1947  to  1961  has  fluctuated 
between  fifteen  per  cent  and  twenty-nine  per  cent.  Disbursements  in 
this  category  were  twenty- six  per  cent  of  the  total  in  1947.  They  de¬ 
creased  in  significance  to  eighteen  per  cent  in  1948,  but  rose  to  twenty- 
five  per  cent  in  1949.  In  1950,  almost  twenty-nine  per  cent  of  total 
expenditures  were  for  land  acquisition  and  rentals;  this  fell  to  slightly 
over  fifteen  per  cent  during  the  first  three  years  of  the  decade,  only  to 
increase  in  1954  to  a  peak  of  twenty- nine  per  cent.  Since  then,  there 
has  been  a  slight  downward  trend,  interrupted  only  in  1957  and  1959, 
and  in  1961  expenditure  on  land  acquisition  and  rentals  represented 
sixteen  per  cent  of  the  total. 

Royalty  payments  increased  by  $4  million  between  1947  and 


Production  from  the  Pembina  field  began  in  1954,  when  800,  000 
barrels  were  produced;  in  1955,  1956,  and  1957,  output  was  14,795,000 
barrels,  33,  721 , 000  barrels,  and  37 ,  1 85,  000  barrels.  The  significance 
of  any  one  field  to  expenditure  on  land  acquisition  should  not  be  over¬ 
emphasized,  however,  because  of  the  increasing  diversity  of  the  industry's 
operations . 
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1950,  to  a  value  of  $6.  5  million,  then  rose  by  a  further  $5  million  in 
1951  and  approximately  maintained  this  increment  for  another  four 
years  until  they  had  reached  $31  million  in  1955.  A  marked  increase 
in  1956  brought  expenditures  on  royalties  to  $41  million,  a  sum  not 
exceeded  until  1961.  A  sharp  drop  in  royalties  in  1958  to  $30  million 
may  be  traced  in  part  to  a  decline  in  export  markets  for  Canadian  crude 
after  the  restoration  of  normal  tanker  routes  disrupted  during  the  Suez 
crisis.^  Minor  increases  in  1959  and  I960  brought  royalties  to  $35  mil¬ 
lion,  and  a  notable  increase  in  1961  to  $55  million  established  a  new 
peak.  This  reflected  increased  production  of  both  oil  and  natural  gas,  ^ 
and  was  accentuated  by  higher  rates  of  Crown  royalty. 

Royalties  as  a  percentage  of  total  expenditure  climbed  rather 
steadily  from  three  per  cent  in  1948  to  nine  point  four  per  cent  in  1957. 
There  was  a  decline  in  1958  to  six  point  eight  per  cent,  corresponding 
to  the  decrease  in  the  absolute  value  of  royalty  payments;  however,  this 
was  followed  by  a  slight  increase  in  1959  to  seven  point  four  per  cent. 

In  1961  the  percentage  of  total  expenditure  on  royalties  rose  to  over 
ten  per  cent. 

It  is  apparent  from  table  six  that  the  proportion  of  total  industry 

4 

See  Table  9,  Appendix  1. 

Canada,  Royal  Commission  on  Energy;  Second  Report  (Ottawa; 
mimeographed,  1959),  p.2-17. 

c 

See  Tables  7  and  8,  Appendix  1. 
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(3)  Revenue  on  income  account  for  fiscal  year  ending  March  31  of  following  year. 
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expenditure  accounted  for  by  land  acquisition,  rentals  and  royalties 
from  1947  to  1961  has  fluctuated  between  twenty- one  per  cent  and  thirty- 
seven  per  cent.  In  1947,  outlays  in  this  category  comprised  over  thirty 
per  cent  of  the  total,  but  this  proportion  dropped  to  twenty- one  per  cent 
the  following  year,  only  to  rise  to  thirty-two  per  cent  in  1950  and  fall 
back  to  its  1948  level  in  1951.  Slight  increases  over  the  next  two  years 
were  overshadowed  by  a  sharp  rise  to  thirty- seven  per  cent  in  1954. 
During  the  following  three  years,  land  costs  made  up  somewhat  more 
than  thirty  per  cent  of  total  expenditure,  but  they  declined  to  twenty- 
seven  per  cent  in  1958.  In  1959  the  proportion  was  again  over  thirty 
per  cent,  but  in  both  I960  and  1961  only  twenty- six  per  cent  of  total 
expenditure  was  for  land  acquisition,  rentals  and  royalties. 

Proportion  of  Total  Industry  Expenditure  on  Land  Acquisition  and  Rentals, 
and  on  Royalties,  Received  by  the  Province 

The  proportion  of  total  industry  expenditure  on  land  acquisition 
and  rentals  received  by  the  Province  has  varied  significantly  over  the 
last  decade  and  a  half.  ^  In  1947,  only  eight  per  cent  of  the  industry's 
outlay  on  land  acquisition  and  rentals  went  to  the  Provincial  treasury, 
but  this  proportion  increased  rapidly  to  eighty- six  per  cent  in  1950.  The 
attention  of  the  industry  had  been  focused  on  the  south-east  quarter  of 
the  Province,  where  railway  and  Hudson's  Bay  Company  land  grants 

^See  Table  2,  Appendix  1 . 
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are  concentrated.  Most  of  the  Leduc  field  lay  within  the  area  of  railway 
grants,  but  much  of  the  Redwater  field  lay  to  the  north  of  this  area,  and 
the  northern  third  of  it  was  beyond  the  Hudson's  Bay  Company  land 
grants.  ^  The  sale  of  Crown  reserves  was  introduced  in  1948. 

The  Province's  share  of  total  expenditure  on  land  acquisition 
and  rentals  continued  to  rise  during  the  early  1950's,  to  ninety- five 
per  cent  in  1954,  when  the  Pembina  field  area  was  of  fresh  interest. 

It  remained  above  ninety  per  cent  for  most  of  the  second  half  of  the 
decade,  reaching  a  peak  of  ninety- six  per  cent  in  1959,  declining  very 
slightly  in  I960,  and  falling  significantly  in  1961  to  eighty- six  per  cent. 

The  percentage  of  total  royalty  payments  going  to  the  Province 

has  also  fluctuated  somewhat,  reaching  local  maxima  of  eighty- seven 

per  cent  in  1951  and  ninety  per  cent  in  1957.  Between  these  years  the 
» 

percentage  declined  gradually  to  seventy-nine  per  cent  in  1954,  then 
rose.  In  1958  there  was  a  decrease  to  eighty-one  per  cent  and  ap¬ 
proximately  the  same  level  was  maintained  in  1959.  A  moderate 
decline  to  seventy-nine  per  cent  in  I960  was  followed  by  a  sharp  drop 
in  1961  to  sixty-four  per  cent. 

As  is  shown  in  table  six, the  proportion  of  total  industry  ex¬ 
penditure  on  land  acquisition,  rentals  and  royalties  received  by  the 
Province  increased  sharply  from  fourteen  per  cent  in  1947  to  seventy- 

^Royal  Commission  on  Energy,  Exhibit  C-3-2-A  (Public 
Archives  of  Canada,  Ottawa).  See  Appendix  II. 


-  61  - 


six  per  cent  in  1949,  and  then  rose  moderately  to  ninety  per  cent  in 
1951.  This  level  was  maintained  for  three  years.  A  slight  increase 
in  1954  was  more  than  offset  by  a  decline  in  1955,  but  in  both  1956  and 
1957  ninety-three  per  cent  of  the  industry's  expenditure  on  land  acquisi¬ 
tion,  rentals  and  royalties  went  to  the  Province.  A  decrease  of  four 
per  cent  in  1958  was  almost  offset  in  1959.  However,  there  was  a 
slight  decline  in  I960  to  ninety  per  cent,  and  an  abrupt  drop  in  1961 
brought  the  Province's  share  of  the  industry's  expenditure  on  land 
acquisition,  rentals  and  royalties  to  seventy- eight  per  cent. 

Crown  Reserves,  Rentals,  and  Royalties 

The  Province  of  Alberta  has  been  receiving  part  of  its  revenue 
from  the  disposition  of  its  petroleum  and  natural  gas  rights  every  year 
since  it  obtained  control  of  its  resources  from  the  Federal  Government 

Q 

in  1930.  Revenue  from  this  source  was  not  a  significant  part  of  the 

Q 

total,  however,  until  after  1947. 7 

Prior  to  that  time,  petroleum  and  natural  gas  revenues  had 
increased  only  very  slowly,  and  were  never  more  than  $1  million,  ex¬ 
cept  in  1944.  As  a  percentage  of  total  revenue  on  income  account, 
revenue  from  Crown  petroleum  and  natural  gas  reached  a  maximum  of 

®See  Table  3,  Appendix  1  . 

0 

That  is,  fiscal  year  ending  March  31,  1948. 
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four  per  cent  in  1944.  It  was,  however,  less  than  two  per  cent  for  each 
year  until  1936,  and  was  typically  between  two  and  three  per  cent  over 
the  remainder  of  the  pre-JLeduc  period.  Indeed,  in  1946,  this  proportion 
was  slightly  less  than  two  per  cent,  the  lowest  in  over  a  decade. 

The  introduction  of  sales  of  Crown  reserves  in  late  1948  heralded 
the  beginning  of  a  rapid  increase  in  the  importance  of  revenues  to  the 
Province  from  the  disposition  of  petroleum  and  natural  gas  rights. 

Total  Provincial  revenues  from  petroleum  and  natural  gas  increased 
from  $1 . 5  million  in  1947  to  $44  million  in  1950. 

Sales  of  Crown  reserves  accounted  for  $9  million,  $23  million, 
and  $29  million  of  revenues  in  1948,  1949,  and  1950,  respectively.  In 
1951,  however,  this  source  of  income  provided  only  $13  million, 
but  rose  to  $24  million  in  1952.  In  1953  proceeds  from  Crown  reserve 
sales  more  than  doubled  to  $5  3  million;  the  next  year  they  dropped  to 
$40  million,  then  nearly  doubled  to  $76  million  in  1955.  From  1956  to 
1958  the  value  of  these  sales  declined  from  $69  million  to  $54  million, 
only  to  jump  to  a  peak  of  $81  million  in  1959.  In  both  I960  and  1961, 
sales  of  Crown  reserves  yielded  $44  million. 

Government  revenue  from  petroleum  and  natural  gas  rentals 
and  fees  increased  from  less  than  $1  million  in  1947  to  nearly  $10  mil¬ 
lion  in  1950,  and  continued  to  rise  during  the  early  years  of  the  decade 
to  a  1953  value  of  $25  million.  It  declined  by  $4  million  the  next  year, 
but  then  rose  in  each  c£ the  following  three  years  to  $31  million  in  1957. 
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Since  then  revenue  from  rentals  and  fees  has  remained  at  approximately 
the  same  level,  fluctuating  between  $30  million  and  $33  million,  the 
peak  being  reached  in  1959.  The  1961  receipts  to  the  Province  from 
this  source  were  slightly  more  than  $32  million. 

Crown  royalties  increased  consistently,  rising  from  under  $1 
million  in  1947  to  $37  million  in  1956.  They  fell  by  $4  million  the 
following  year  and  by  a  further  $7  million  in  1958  to  $25  million,  re¬ 
flecting  decreases  in  crude  oil  production  during  those  years:  the  decline 
was  especially  marked  in  1958.  Crown  royalties  then  increased  gradually 
to  a  I960  level  of  $28  million,  and  rose  by  $11  million  in  1961  to  $39  mil¬ 
lion. 

Fluctuations  in  total  Provincial  revenue  from  petroleum  and 
natural  gas  lands  of  course  reflect  the  movement  of  all  three  compon¬ 
ents.  Although  variations  in  the  proceeds  from  sales  of  Crown  reserves 
are  tempered  somewhat  by  the  relative  stability  of  income  from  rentals 
and  royalties,  it  is  evident  from  table  six  that  significant  fluctuations  in 
the  total  do  occur.  For  example,  in  1953  total  petroleum  and  natural 
gas  revenue  increased  from  $57  million  to  $96  million  but  fell  in  the  fol¬ 
lowing  year  to  $81  million  and  rose  to  $126  million  in  1955.  A  moderate 
increase  in  1956  of  $6  million  was  followed  by  a  decline  to  $109  million 
in  1958.  There  was  another  marked  rise  in  1959  to  a  peak  of  $141  mil¬ 
lion,  followed  by  a  drop  to  $103  million  in  I960.  In  1961  total  revenue 
from  petroleum  and  natural  gas  lands  was  $116  million. 
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Proceeds  from  sales  of  Crown  reserves  have  consistently- 
provided  appreciably  more  than  one-third  of  the  total  revenue  to  the 
Province  from  the  disposition  of  its  petroleum  and  natural  gas  rights.  ^ 
In  1948,  these  sales  accounted  for  slightly  under  one-half  of  total 
petroleum  and  natural  gas  land  revenues,  but  this  proportion  increased 
to  seventy  per  cent  in  1949,  and  reached  a  peak  of  seventy- three  per 
cent  in  1950.  There  was  a  considerable  drop  to  thirty-eight  per  cent 
in  1951,  and  Crown  reserve  sales  maintained  approximately  that  level 
of  significance  for  the  following  two  years.  In  1954,  however,  this 
category  again  rose  in  importance  to  comprise  sixty  per  cent  of  the  total. 
This  was  followed  by  a  rather  steady  decline  over  four  years  to  a  1958 
value  of  forty-eight  per  cent.  There  was  another  recovery  of  the  sig¬ 
nificance  of  sales  of  Crown  reserves  to  fifty-five  per  cent  in  1959,  but 
in  each  of  the  following  two  years  income  from  this  source  decreased 
relative  to  the  total  by  slightly  over  seven  per  cent.  In  1961,  Crown 
reserve  sales  accounted  for  forty  per  cent  of  all  Provincial  revenues 
from  petroleum  and  natural  gas  lands. 

It  has  been  noted  that  income  from  rentals  and  royalties  has 
been  relatively  more  stable  in  absolute  terms  than  that  from  sales  of 
Crown  reserves.  Fluctuations  in  the  relative  importance  of  the  former 
components  of  Crown  revenue  may  partially  be  attributed  to  variations 

10 


See  Table  5,  Appendix  1  . 
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in  the  significance  of  the  latter.  The  relative  contribution  of  rentals 
and  of  royalties  to  total  petroleum  and  natural  gas  revenues  moved  in 
approximately  similar  ways  between  1947  and  1954.  There  was  a 
marked  decline  in  the  significance  of  both  components  from  1947  to 
1 9 49 ,  reflecting  the  rapid  expansion  of  Crown  reserve  sales.  This 
was  followed  by  an  increase  in  importance  in  1951  of  rentals  from 
seventeen  per  cent  to  thirty- seven  per  cent  and  of  royalties  from  ten 
per  cent  to  twenty-five  per  cent.  These  levels  were  approximately 
maintained  until  1954,  when  there  was  a  relative  decrease  of  rentals  to 
twenty-two  per  cent  and  of  royalties  to  eighteen  per  cent  of  the 
total. 

The  relative  importance  of  rentals  fell  slightly  in  1955  and 
remained  at  nineteen  per  cent  in  1956;  it  rose  during  the  next  two 
years  to  twenty-nine  per  cent  in  1958  and  has  stayed  roughly  at  that 
level  since  that  year.  This  proportion  was  twenty-eight  per  cent  in 
both  I960  and  1961. 

The  comparative  significance  of  royalties  increased  from  1954 
to  1956,  when  it  reached  twenty- seven  per  cent  of  the  total.  This 
percentage  was  maintained  in  1957,  but  there  was  a  decline  in  the  fol¬ 
lowing  two  years  to  twenty-one  per  cent  in  1959.  In  I960,  royalties 
comprised  almost  one- quarter  of  petroleum  and  natural  gas  revenues, 
and  in  1961  there  was  an  appreciable  increase  to  thirty- two  per  cent. 
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In  1947  revenue  from  disposition  of  Crown  petroleum  and 
natural  gas  rights  accounted  for  less  than  three  per  cent  of  total  Pro¬ 
vincial  revenues  on  income  account.  ^  In  1948  this  proportion  rose  to 
nearly  eighteen  per  cent,  and  in  the  following  year  the  Province  derived 
one-third  of  its  revenues  from  this  source.  From  1950  to  1952, 
petroleum  and  natural  gas  revenue  remained  relatively  stable  in  re¬ 
lation  to  the  total,  in  the  middle-thirty  per  cent  range.  In  1953,  how¬ 
ever,  this  percentage  increased  considerably  to  forty-nine  per  cent. 

It  declined  by  seven  per  cent  the  following  year,  but  in  1955  it  reached 
a  peak  of  fifty- two  per  cent.  In  1956  income  from  petroleum  and  natural 
gas  lands  again  accounted  for  over  one-half  of  the  total.  In  each  of  1957 
and  1958,  however,  this  proportion  declined  by  approximately  five  per  cent, 
to  forty  per  cent.  After  a  slight  increase  in  1959,  there  was  a  decrease 
of  nine  per  cent  in  I960  so  that  only  one- third  of  Provincial  revenue  was 
obtained  from  petroleum  and  natural  gas  lands.  In  1961,  thirty- four  per 
cent  of  total  revenue  was  derived  from  that  source. 

Components  of  Crown  Reserves 

The  Province  of  Alberta  realized  over  $600  million  from  sales 

1 2 

of  Crown  reserves  in  the  1948-61  period.  Sales  of  petroleum 

^See  Table  6,  p.58  . 
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and  natural  gas  leases  accounted  for  over  seventy  per  cent  of  this  total; 
they  yielded  $432  million,  compared  to  $87  million  from  sales  of 
petroleum  and  natural  gas  reservations,  $77  million  from  sales  of  dril¬ 
ling  reservations,  and  $11  million  and  $2  million  from  sales  of  natural 
gas  licences  and  natural  gas  leases  respectively. 

Revenues  from  sales  of  petroleum  and  natural  gas  leases  in¬ 
creased  rapidly  from  $3  million  in  1948  to  $36  million  in  1950,  but  fell 
sharply  to  $14  million  in  1951.  For  the  following  three  years  proceeds 
from  such  sales  fluctuated  between  $18  million  and  $24  million,  but  in 
1955  they  rose  to  $40  million,  and  in  1956  reached  the  peak  of  $67  mil¬ 
lion.  In  1957,  however,  income  from  lease  sales  dropped  back  to  the 
1955  level,  and  in  1958  it  declined  further  to  $27  million.  In  1959  there 
was  a  marked  increase  to  $50  million,  but  in  I960  there  was  a  $10  mil¬ 
lion  decline  which  was  almost  matched  in  1961.  Sales  of  leases  in  1961 
yielded  $31  million  to  the  Treasury. 

Sales  of  petroleum  and  natural  gas  reservations  in  Crown 

reserves  did  not  provide  significant  amounts  of  revenue  until  1953,  when 

$4  million  was  realized  from  them.  Since  then,  income  from  this  source 

has  fluctuated  widely.  In  1954,  proceeds  from  such  sales  rose  to  a  peak 

of  $33  million,  which  is  more  than  double  the  revenue  from  them  in  any 

other  year.  In  1955,  these  sales  realized  $14  million,  but  in  1956  they 

1  3 

decreased  to  $1  million,  only  to  rise  to  $16  million  in  1957.  In  each 


13a  portion  of  the  Pembina  field  lies  within  the  Cynthia  pro- 
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of  the  following  three  years  they  declined  by  approximately  $5  million 
to  a  I960  value  of  somev/hat  over  $1  million.  In  1961,  revenue  from 
sales  of  petroleum  and  natural  gas  reservations  in  Crown  reserves  was 
less  than  half  a  million  dollars. 

Drilling  reservation  sales  have  provided  the  Province  with 
substantial  amounts  of  revenue  in  each  year  since  their  introduction  in 
1954,  but  they  too  have  been  subject  to  considerable  fluctuation.  In 
1954  drilling  reservation  sales  yielded  $7  million.  They  increased 
slightly  in  value  the  following  year,  but  fell  to  $4  million  in  1956.  In 
both  1957  and  1958,  $12  million  was  realized  from  these  sales,  and 
in  1959  a  peak  of  $14  million  was  attained.  A  decrease  of  $5  million  in 
I960  was  partially  offset  by  a  modest  rise  in  1961  to  approximately  $11 
million. 

Sales  of  natural  gas  licences  have  not  contributed  appreciably 
more  than  $1  million  to  Provincial  revenues  in  any  year  except  I960, 
when  they  realized  $4  million;  the  1961  value  of  these  sales  was  $1 
million.  Nor  have  sales  of  natural  gas  leases  proven  to  be  a  signi¬ 
ficant  component  of  revenues  from  sales  of  Crown  reserves.  In 
1958  they  amounted  to  $600>  000,  but  declined  sharply  over  the  following 
two  years  to  $56,000  in  I960.  In  1961,  however,  such  sales  yielded 
$900,  000  to  the  Province. 

vincial  reserve,  and  part  of  the  Swan  Hills  field,  which  was  discovered 
in  1957,  is  within  the  Virginia  Hills  provincial  reserve. 
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Crown  Acreage  Held  by  the  Petroleum  and  Natural  Gas  Industry 

Provincial  petroleum  and  natural  gas  rights  held  by  the  industry 
have  varied  considerably  between  years.  ^  While  the  acreage  held  under 
lease  generally  increased  from  1947  to  1959,  and  then  leveled  off,  the 
acreage  under  petroleum  and  natural  gas  reservations  has  varied  greatly. 
This  is  not  surprising  in  view  of  the  shorter  term,  large  unit  area  and 
exploratory  purpose  of  reservations. 

Under  one  million  acres  were  held  under  petroleum  and  natural 
gas  lease  in  1947.  This  area  was,  however,  more  than  doubled  the  next 
year,  and  rose  to  six  million  acres  in  1950.  In  the  early  1950's  the 
acreage  held  under  lease  rose  by  almost  five  million  acres  per  year  to 
nineteen  million  acres  in  1953.  There  was  a  slight  decrease  in  1954, 
but  in  1956  four  years  of  steady  expansion  in  lease  holdings  began,  and 
in  1959  a  peak  of  twenty- nine  million  acres  was  reached.  A  very  minor 
decline  followed,  and  in  1961  twenty- eight  million  acres  were  held  under 
lease . 

Over  eleven  million  acres  were  held  under  reservation  in  1947. 
Such  holdings  increased  rapidly  to  thirty- seven  million  acres  in  1949, 
and  then  rose  again  in  1951  to  forty-eight  million  acres.  There  fol¬ 
lowed  sharp  declines  in  the  acreage  held  in  this  way  of  seven  million 
acres  in  1952  and  seventeen  million  acres  in  1953  to  twenty-four  million 

■^See  Table  6,  Appendix  1. 

Figures  are  as  at  December  31. 
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acres,  but  a  strong  recovery  in  the  next  three  years  brought  the  area 
to  fifty- five  million  acres  in  1956,  which  is  the  peak  to  date.  Since 
1956,  there  has  been  a  general  downward  trend  in  the  acreage  held 
under  reservation,  to  twenty-nine  million  acres  in  1961. 

Lands  held  under  natural  gas  licences  have  never  amounted 
to  two  million  acres,  although  they  approached  this  acreage  in  1952 
and  1953.  Between  1954  and  1958,  the  industry  held  slightly  over  half 
a  million  acres  in  this  form,  and  from  1959  to  1961,  somewhat  over 
one  million  acres  were  held  each  year  as  natural  gas  licences.  The 
acreage  under  natural  gas  lease  has  expanded  slowly  but  fairly  steadily 
from  under  200,  000  acres  in  1953  to  one  and  one-half  million  acres  in 
1957  and  to  slightly  under  three  million  acres  in  1961. 

Total  Crown  acreage  held  by  the  industry  has  reflected  any 
sharp  changes  in  reservation  acreage,  but  moderate  declines  here  have 
generally  been  offset  by  the  strength  of  lease  holdings.  The  strong 
upward  movement  of  both  reservations  and  leases  resulted  in  fifty-nine 
million  acres  of  Crown  rights  being  held  by  the  industry  in  1951.  This 
figure  dropped  to  forty-five  million  acres  in  1953,  reflecting  the  marked 
decrease  in  reservation  holdings  in  that  year.  A  slight  increase  in  1954 
was  overshadowed  by  an  increase  of  nine  million  acres  in  1955  which 
was  more  than  doubled  in  1956,  when  seventy- six  million  acres  of  Crown 
rights  were  held  by  the  industry.  In  1957,  the  peak  was  reached  at  very 
slightly  above  the  1956  level,  and  since  that  year  there  has  been  a  fairly 


-  71 


persistent  decline  in  Crown  rights  held.  A  1958  level  of  sixty-nine 
million  acres  was  slightly  increased  in  1959  but  this  was  followed  by  a 
sharp  drop  to  sixty-three  million  acres  in  I960,  and  a  small  further 
decrease  to  sixty-one  million  acres  in  1961. 


CHAPTER  V 


THE  EFFECT  OF  ALBERTA'S  PETROLEUM  AND  NATURAL  GAS  LAND 
POLICY  ON  THE  DEVELOPMENT  OF  THE  INDUSTRY 


The  petroleum  and  natural  gas  industry  in  Alberta  is 
characterized  by  a  few  large  companies  and  several  smaller  firms.  * 

On  the  one  hand,  the  "major"  company,  because  of  the  volume  and 
diversity  of  its  operations  and  its  typically  more  mature  financial 
structure,  may  more  easily  diversify  risk  and  does  not  so  rigidly  re- 

7 

quire  as  immediate  a  return  on  its  investments.  It  is  therefore  more 
disposed  toward  large-scale  exploratory  activity,  which  is  ".  .  .above 
all  others,  the  sector  of  the  industry  in  which  the  need  to  take  long 
views  is  inescapable.  "3  Further,  its  ability  to  rely  on  capital  generated 


Ijohn  Davis,  Canadian  Energy  Prospects  (Royal  Commission 
on  Canada's  Economic  Prospects.  Ottawa,  1957),  p.  143. 

The  smaller  companies  are  often  termed  "independents". 

They  typically  engage  primarily  in  the  production  of  oil  and  gas.  The 
larger  concerns  are  referred  to  as  "majors";  their  operations  are  ver¬ 
tically  integrated  from  exploration  to  production  and  usually  to  refining 
and  marketing,  and'  they  are  subsidiaries  of  foreign  (generally  U.  S.  } 
parent  c ompani e  s . 

2 

Charles  Hay,  "The  Role  of  the  Independent  in  the  Canadian 
Oil  Industry,  "  Oil  in  Canada  (June  8,  1961),  pp.  24-26. 

"The  Compulsion  to  Invest,  "  Petroleum  Press  Service, 
XXXVIII,  No.  9  (September,  1961),  p.  322-23. 
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within  the  parent  company's  group  makes  it  more  able  to  withstand 

4 

cyclical  fluctuations  within  the  industry.  On  the  other  hand,  the  "inde¬ 
pendent"  has  no  large  resources  of  working  capital  and  must  rely  to  a 
greater  extent  upon  short-term  bank  credit.  ^  It  therefore  requires 
more  immediate  returns  on  its  investments,  and  is  more  sensitive  to 
short-term  fluctuations  in  market  conditions  and,  indeed,  to  the  avail¬ 
ability  of  funds. 

The  independents  ".  .  .have  played  a  vital  role  in  the  growth  of 

the  Canadian  oil  industry,  especially  in  the  wildcat  drilling  phase.  .  . 

of  earlier  years,  as  distinct  from  the  large-scale  systematic  exploratory 

methods  now  more  generally  employed,  and  have  been  responsible  for 

almost  one-half  of  the  wildcats  drilled  and  for  an  equal  proportion  of 

7 

the  pools  discovered.  However,  "Programs  of  the  size  to  fit  the  pat¬ 
tern  of  administration,  finance  and  operation  of  the  majors  are  essential 

Q 

to  the  progress  and  stability  of  the  industry".  It  therefore  may  be 
asserted  that  the  two  forms  of  company  complement  each  other. 

It  has  been  noted  that  Crown  reserves  are  established  from 

4 

Canada,  Royal  Commission  on  Energy:  Second  Report 
(Ottawa,  1959),  p.5-28. 

5Ibid. 

6Ibid. 

^Hay,  Oil  in  Canada  (June  8,  196l),p.25. 

8Ibid.  ,  p.  24. 
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portions  of  petroleum  and  natural  gas  reservations  not  selected  as 
leases  by  the  holders  of  the  reservations.  These  reserves  are  subse¬ 
quently  offered  by  the  Department  of  Mines  and  Minerals  on  a  cash 
bonus  or  tender  basis  at  periodic  sales.  It  is  therefore  possible  to 
obtain  parcels  of  semi-proven  petroleum  and  natural  gas  rights  without 
undertaking  either  the  expenses  or  the  risks  of  primary  exploration. 

This  facilitates  the  participation  of  the  independents  in  the  industry. 

The  concession  system  of  land  disposition,  whereby  large 
tracts  are  leased  at  the  outset  to  companies  on  a  profit-sharing  basis,  is 
typically  followed  in  Venezuela  and  the  Middle  and  Far  East.  ^  The 
burden  of  exploration  falls  entirely  on  the  ultimate  producer.  Small 
companies  generally  are  not  active  in  these  areas,  presumably  because 
of  the  greater  capital  requirements  and  the  greater  lapse  between 
investment  and  initial  returns. 

Because  Crown  reserves  expected  to  be  of  greater  potential 
producibility  will  be  more  highly  valued  by  the  members  of  the  industry, 
firms  with  limited  capital  will  tend  to  be  successful  tenderers  only  for 
parcels  in  less  productive  areas.  ^  This  is  borne  out  by  evidence  that 
the  majors  own  most  of  the  "shut-in"  capacity,  or  potential  production 
which  cannot  presently  be  realized,  in  Alberta:  in  1957  the  six  largest 
majors  together  held  about  forty  per  cent  of  the  gross  acreage  under 

^Royal  Commission  on  Energy:  Second  Report,  p.3-38. 

10 


Davis,  p.  145. 
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reservation  and  lease  in  western  Canada,  but  controlled  approximately 

three-quarters  of  the  proven  oil  reserves.  ^  Leases  held  by  majors 

and  considered  to  be  of  lesser  value  have  been  "farmed  out",  or  leased 

1 2 

for  an  interest,  to  independents.  It  is  to  be  expected  that  such  ar¬ 
rangements  would  most  frequently  be  made  in  periods  when  the  industry's 
long-term  expectations  are  less  optomistic.  ^ 

The  creation  of  Crown  reserves  from  reservations  implies 
a  priori  that  the  reward  for  assuming  the  risks  of  exploration  is  lowered 
relative  to  what  it  would  be  if  entire  reservations  could  be  taken  under 
lease  in  the  first  instance.  The  significance  of  this  factor  in  inhibiting 
exploration  is,  however,  difficult  to  assess.  The  petroleum  industry 
has 

.  .  .a  peculiar  willingness  to  be  pushed.  .  .into  heavy  exploration 


1  iIbid,  p.  143. 

^Hay,  Oil  in  Canada  (June  8,  1981),  p.  25. 

1  3 

William  R.  Pabst,  Jr.,  "Unstable  Conditions  of  Competition 
and  Monopoly  in  Exhaustible  Resource  Industries,  "  Journal  of  Political 
Economy,  L,  No.  5  (October,  1942)  pp.  739-49. 

It  was  found  that  in  the  anthracite  industry  during  a  period 
of  long-run  decline  in  production,  the  sales  of  the  larger  companies  and 
the  established  independents  were  declining  rapidly,  while  the  newer 
independents  were  gaining  in  absolute  sales.  "The  strategic  factor  in 
the  situation  clearly  appeared  to  be  the  great  changes  in  the  investment 
value  of  the  unmined  coal  reserves,  whose  changing  value  reflected  the 
expected  situation  of  future  demands  for  coal."  (p.7  40)  The  downturn 
in  demand  induced  a  change  in  the  policy  of  the  established  firms  from 
increasing  reserves  to  getting  rid  of  as  much  of  their  reserves  as  they 
profitably  could.  New  companies  appeared,  working  mines  which  were 
leased  from  the  older  concerns  at  relatively  cheap  rates. 
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and  drilling  programmes  even  when  it  does  not  wish,  collectively, 
to  acquire  more  reserves.  .  .  .As  far  as  one  can  see  each  firm's 
chief  motive  is  to  maintain  its  share  of  the  entire  industry's  reser¬ 
ves,  even  if  these  are  not  needed.  One  suspects  that  there  is  some 
cultural  lag  here;  the  companies'  producing  departments  are  so 
accustomed  to  racing  their  rivals  that  they  cannot  endure  sitting 
still  and  making  the  best  of  their  existing  reserves.  Still  less  can 
they  endure  the  idea  that  they  might  some  day  buy  their  crude  oil 
more  cheaply  on  an  open  market.  ^ 

The  holder  of  a  reservation  may  apply  to  have  the  rights  underlying  the 
corridors  which  separate  his  lease  blocks  ^advertised  as  drilling  reser¬ 
vations,  after  Crown  reserves  have  been  estabished  from  the  tract. 
Similarly,  the  original  explorer  of  the  area  is  entitled  to  bid  on  leases 
from  these  Crown  reserves.  Whether  these  factors  materially  mitigate 
the  disincentive  to  exploration  arising  from  being  able  to  obtain  only 
partial  control  of  any  large  pools  discovered  is  open  to  question, 
however;  as  all  data  gained  during  exploration  has  to  be  submitted  to 
the  Province,  which  makes  it  public,  the  initial  explorer  may  not  enjoy 
any  significant  advantage  over  his  competitors  at  such  sales. 

Part  of  the  "peculiar  willingness"  of  the  industry  to  undertake 
exploratory  and  developmental  programmes  beyond  its  current  needs 
stems  from  the  fact  that  the  present  Crown  land  policy  allows  the  opera¬ 
tion  in  one  pool  of  two  or  more  firms  and  that  petroleum  and  natural  gas 


14 

Anthony  Scott,  "Policy  for  Crude  Oil",  Canadian  Journal  of 
Economics  and  Political  Science,  XXV11,  No.  2  (May,  1961),  p.271T72. 

1  5 

It  will  be  remembered  that  the  holder  of  a  reservation  may 
acquire  under  lease  from  his  reservation  blocks  as  large  as  nine  square 
miles;  blocks  may  corner,  but  otherwise  must  be  separated  by  at  least 
one  mile,  and  not  more  than  one-half  of  each  township  may  be  so  selected. 
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are  resources  capable  in  most  cases  of  flowing  underground  to  an  ap¬ 
preciable  extent.  "Each  owner  must  drill  and  get  the  oil  quickly,  for 
otherwise  his  neighbors  will  get  it  all.  .  .  J~ whereas  /  a  slower 

exploitation  would  be  more  economic.  Excess  productive  capacity 

1  7 

is  likely  to  result.  A  chain  reaction  is  set  up;  if  one  concern  drills 
a  productive  well,  the  firm  holding  the  adjoining  spacing  unit  must  drill 
or  face  the  possibility  of  having  the  petroleum  underlying  his  lease 
drained  into  the  neighbouring  lease.  This  tendency  is  avoided  where 
one  company  owns  an  entire  pool:  prorationing  to  market  demand  is 
virtually  nonexistent  in  areas  in  which  land  is  held  on  a  concession  basis. 

The  rapid  increase  in  petroleum  production  after  the  discoveries 
of  1947  and  1948  soon  saturated  the  market,  and  it  became  evident  that 
some  system  of  establishing  market  allowables  was  necessary* ^  to 

20 

assure  a  measure  of  stability  and  orderly  development  in  the  industry. 

^Harold  Hotelling,  "The  Economics  of  Exhaustible  Resources," 
Journal  of  Political  Economy  XXXIX,  No.  2  (April,  1931),  p.  144. 

1 7 

That  excess  capacity  has  in  fact  existed  in  Alberta  may  be 
seen  from  column  7  of  Table  10,  Appendix  I. 

1  8 

Royal  Commission  on  Energy:  Second  Report,  p.3-38. 

*^D.P.  Goodall,  "An  Historical  Sketch  of  Oil  and  Gas  Con¬ 
servation  in  Alberta"  (Calgary:  mimiographed,  1957),  p.  16. 

Natural  gas  production  has  not  materially  exceeded  market 
requirements;  production  allowables  are  set  in  conformity  with  maximum 
ultimate  recovery  from  the  pool. 

^Robert  E.  Hardwicke  "Market  Demand  as  a  Factor  in  the 
Conservation  of  Oil,  "  First  Annual  Institute  on  Oil  and  Gas  Law  and 
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The  Oil  and  Gas  Conservation  Board,  which  until  1957  was  termed 

the  Petroleum  and  Natural  Gas  Conservation  Board,  had  been  established 

in  1938.  In  1950  it  made  a  study  of  the  methods  used  in  the  United  States 

to  prorate  production  to  market  requirements  and,  with  the  advice  of 

the  industry,  introduced  a  method  of  regulating  production  of  crude  oil 

2  1 

which  has  undergone  only  minor  revision  since  that  time. 

Two  concepts  are  recognised  in  determining  production  allow¬ 
ables.  Firstly,  the  production  of  each  producible  well  should  be  suf¬ 
ficient  to  meet  operating  cost  and  to  yield  a  return  on  development 
costs.  ^  This  is  provided  for  through  well  "economic  allowables", 
which  are  basically  dependent  upon  well  depth.  Secondly,  it  is  recog¬ 
nised  that  there  exist  variations  in  potential  pr oducibility  between  pools; 
"maximum  permissible  rates"  of  production,  or  M.P.R.'s,  are  there¬ 
fore  established  for  each  well  with  a  view  to  maximizing  the  ultimate 
recovery  of  oil  from  the  pool.  They  are  determined  with  reference  to 


Taxation  (Southwestern  Legal  Foundation.  New  York:  Matthew  Bender 
and  Co.  Inc.,  1949),  pp.  149-82. 

^ ^  Goodall,  p.  1 6 . 

It  is  not  the  intention  to  provide  a  detailed  review  of  the  method 
of  allocation  of  production  allowables.  Further  discussion  of  the  con¬ 
cepts  and  the  development  of  the  system  may  be  found  in  E.  J.  Hanson, 
Dynamic  Decade  (Toronto:  McClelland  and  Stewart  Ltd.,  1958),  pp.  200- 
09,  and  Goodall,  pp.  1-18.  The  more  recent  modifications  in  the 
method  may  be  found  in  letters  of  the  Oil  and  Gas  Conservation  Board 
"To  All  Operators"  dated  August  30,  1957;  November  19,  1957; 
February  25,  1959;  December  9,  1959;  and  June  5,  1961. 

22 


Hanson,  p.  204. 
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the  characteristics  of  the  underlying  strata  in  each  case. 

Having  determined  both  the  economic  allowables  and  the 

M.P.R.  's,  the  Conservation  Board  allocates  the  market  demand  for 

2  3 

petroleum  among  the  producible  wells  on  a  monthly  basis.  All 
purchasers  of  Alberta  crude  oil  are  requested  to  submit  their  require¬ 
ments  for  the  coming  month;  the  sum  of  these  "nominations"  represents 
the  provincial  allowable  for  the  month.  This  demand  is  then  categorized 
into  light,  medium  and  heavy  crudes,  in  accord  with  the  expressed  re¬ 
quirements  of  the  buyers.  The  product  of  the  number  of  wells  eligible 
for  economic  allowances  in  a  pool  and  the  individual  well  allowances 
determines  for  each  of  the  pools  a  "minimum  allowable",  which  is 
subtracted  from  the  demand  for  the  appropriate  category  of  the  provincial 
allowable  to  determine  the  "residual  demand"  for  each  of  the  categories. 
These  residuals  are  then  allocated  to  the  pools  within  each  category 
according  to  their  respective  M.P.R.  's.  The  final  pool  allowable, 
which  is  the  sum  of  its  economic  allowable  and  its  share  of  the  residual 
demand,  is  then  divided  among  the  wells  in  the  pool. 

On  one  hand,  it  may  be  claimed  that  this  system  encourages 
the  development  of  new  reserves  by  guaranteeing  a  share  of  the  market 
to  each  producer.  However, 

23 

Petroleum  and  Natural  Gas  Conservation  Board,  "The 
Petroleum  and  Natural  Gas  Conservation  Board  Plan  for  Proration  to 
Market  Demand"  (Calgary:  mimeographed,  1954),  pp.2-3. 
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Because  the  total  market  requirement  has  to  be  allocated  among 
all  producing  wells  and  every  well  is  given  a  minimum  production 
allowance,  marginal  wells  and  newly-drilled  wells  in  effect  are 
able  to  produce  only  because  the  share  of  the  market  assigned  to 
all  other  wells,  including  those  of  the  most  efficient  and  low-cost 
producers,  is  simultaneously  reduced.  Under  these  arrangements 
even  those  producers  who  own  a  great  deal  of  "shut-in"  production, 
if  they  are  to  maintain  their  share  of  the  market,  must  also  drill 
and  develop  new  wells  on  all  lands  under  lease.  This  inevitably 
leads  to  excess  producing  capacity.  ^ 

Furthermore,  development  drilling  on  the  periphery  of  existing 
pools  presumably  implies  a  higher  probability  of  obtaining  a  producible 
well  than  does  primary  exploration,  although  the  latter  may  offer 
significantly  higher  potential  rates  of  production  when  the  well  is  suc¬ 
cessful.  If  it  is  the  case  that  the  difference  in  actual  production  between 
the  two  types  of  well,  as  determined  by  the  Oil  and  Gas  Conservation 
Board,  does  not  correspond  sufficiently  closely  to  the  difference  in 
potential  production,  the  industry  may  not  feel  justified  in  assuming  the 
greater  risks  inherent  in  primary  exploration.  The  search  for  new 
fields  would  therefore  be  inhibited. 

Economic  allowables  have  accounted  for  at  least  half  of  actual 

2  5 

production  in  every  year  since  1951.  Between  1956  and  1958,  the 
proportion  of  petroleum  production  met  from  economic  allowables  in¬ 
creased  from  fifty-four  per  cent  to  eighty- three  per  cent;  in  I960  a 
peak  of  ninety- two  per  cent  was  reached.  The  differential  in  actual 


^Royal  Commission  on  Energy:  Second  Report,  pp.  5-47,  5-48. 

^Table  10,  Appendix  I. 

Figures  are  for  light  and  medium  crude  oil. 
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production  between  a  well  with  a  high  M.  P.  R.  and  well  barely  able  to 

produce  its  economic  allowable  therefore  tended  to  narrow  over  the 

second  half  of  the  decade,  and  over  the  same  period  there  was  a 

2 

decline  in  the  acreage  held  under  reservation. 

In  brief,  the  system  of  disposition  of  Crown  petroleum  and 
natural  gas  rights  followed  by  the  Province  of  Alberta  facilitates  the 
participation  of  the  independent  company  in  the  industry  by  making 
available  on  a  cash  bonus  basis  relatively  small  tracts  of  semi-proven 
land.  The  policy  allows  development  of  each  pool  by  two  or  more 
concerns,  which  encourages  development  at  a  rate  faster  than  that 
dictated  by  market  requirements  and  may  lead  to  excess  productive 
capacity.  The  restrictions  on  the  selection  of  leases  from  reservations 
inhibit  primary  exploration,  but  perhaps  not  to  a  significant  extent. 
Finally,  the  emphasis  on  economic  allowables  in  the  determination  of 
production  allowables  also  retards  primary  exploration,  but  allows 
holders  of  less  productive  leases  a  greater  share  of  total  production. 


26 


Table  6,  Appendix  I. 


CHAPTER  VI 


CONCLUSION 

The  present  policy  governing  the  disposition  of  Crown  petroleum 
and  natural  gas  rights  has  developed  over  the  past  sixty-five  years.  It 
was  not  until  after  1947,  however,  that  the  petroleum  and  natural  gas 
industry  became  a  major  factor  in  Alberta's  economy.  Interest  in  the 
Province's  Crown  land  policy  then  heightened  and  important  modifications 
were  introduced  in  the  late  1940' s  and  early  1950' s.  The  establishment 
of  Crown  reserves  became  general  throughout  the  Province,  and  petrol¬ 
eum  and  natural  gas  reservations  and  leases  were  supplemented  by  new 
forms  of  tenure,  including  natural  gas  licences  and  leases  and  Crown 
reserve  drilling  reservations. 

In  1962  another  extensive  revision  of  the  policy  occurred. 

Among  the  more  important  changes  were  the  reduction  in  the  term  of 
petroleum  and  natural  gas  leases  to  ten  years  from  twenty-one  years, 
the  enforcement  of  drilling  requirements  on  leases  granted  prior  to 
June  1962,  the  establishment  of  Block  A  in  the  south-east  quarter  of 
the  Province  and  the  introduction  of  petroleum  and  natural  gas  permits 
to  supersede  petroleum  and  natural  gas  reservations  in  that  area. 

The  Province  owns  over  eighty  per  cent  of  the  mineral  rights 
within  its  borders  and  is  therefore  able  to  influence  materially  both 
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the  structure  of  the  petroleum  and  natural  gas  industry  and  the  pattern 
of  development  of  these  resources  through  its  administration  of  Crown 
lands.  The  Government  has  attempted  to  encourage  the  participation  of 
"independent"  operators  in  the  industry  and  has  permitted  development 
of  petroleum  and  natural  gas  resources  at  a  rapid  pace. 

The  two  aspects  of  the  Province's  administration  of  its  petrol¬ 
eum  and  natural  gas  rights  which  have  been  discussed- -the  impact  on 
provincial  revenues  and  on  the  development  of  the  industry- -are  not 
unrelated.  The  sums  paid  by  the  industry  for  Crown  lands  have  been 
shown  to  represent  an  important  proportion  of  its  total  expenditure 
while,  at  the  same  time,  the  amounts  received  by  the  Government  from 
the  disposition  of  these  lands  comprise  a  significant  proportion  of  its 
total  revenue. 

The  revenues  to  the  Province  from  petroleum  and  natural  gas 
lands  are  derived  from  three  sources;  royalties,  rentals  and  sales  of 
Crown  reserves.  Of  these,  the  latter  has  over  the  past  decade  generally 

l 

accounted  for  about  one-half  of  the  total.  However,  these  sales  have 
been  of  declining  relative  importance  since  1959,  while  royalties  have 
significantly  increased  from  twenty-one  per  cent  to  thirty-two  per  cent; 
rentals  have  risen  only  slightly.  Although  sales  of  Crown  reserves 

are  lucrative  and  immediate  sources  of  revenue,  they  have  proved  to 

♦ 

^See  Table  5,  Appendix  1. 
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be  subject  to  large  fluctuations  from  year  to  year.  Royalties,  on  the 
other  hand,  have  tended  to  be  less  volatile  and  are  therefore  presumably 
more  predictable.  The  increase  in  Crown  royalty  in  1962  may  possibly 
be  explained  in  terms  of  the  Province's  desire  to  emphasize  longer- 
term  sources  of  income  at  the  expense  of  present  revenue.  The  dis¬ 
continuation  of  Crown  reserves  in  Block  A,  apart  from  providing  an 
inducement  to  further  development  of  that  portion  of  the  Province,  may 
be  interpreted  as  an  additional  indication  of  this  change  in  emphasis. 

The  primary  concern  of  the  Oil  and  Gas  Law  Revision  Commit¬ 
tee  was  the  lack  of  exploration  for  new  fields  in  Alberta.  The  Committee 
felt  that  an  impetus  to  primary  exploration  could  be  provided  by  increasing 
the  availability  of  undeveloped  Crown  rights  through  acceleration  of 
the  rate  of  turnover  of  undrilled  acreage  held  by  the  industry.  The 
modifications  to  Crown  land  policy  which  are  incorporated  in  the 
Mines  and  Minerals  Act,  1962  reflect  the  recommendations  of  the  Com¬ 
mittee,  and  may  be  expected  to  lead  to  the  desired  more  rapid  turnover. 
However,  whether  greater  availability  of  land  will  in  fact  induce  a  signi¬ 
ficant  increase  in  primary  exploration,  ceteris  paribus,  is  open  to 
question.  It  has  been  noted  that  the  system  presently  employed  to  al¬ 
locate  the  demand  for  crude  oil  among  producers  tends  to  inhibit  such 

2 

Increased  royalties,  by  decreasing  the  net  value  to  the  pro¬ 
ducer  of  given  production,  presumably  result  in  lower  tenders  for 
given  parcels  at  Crown  reserve  sales. 
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exploration  and  that  the  restrictions  on  selection  of  leases  from  reser¬ 
vations  may  also  aggravate  the  problem.  Yet  both  points  are  fundamental 

to  the  policy  of  encouraging  independent  operators  and  it  would  therefore 

3 

not  seem  likely  that  either  will  be  materially  changed. 

A  number  of  further  incentives  to  exploration  suggest  them¬ 
selves  for  incorporation  into  the  present  Crown  land  policy.  These 
were  in  fact  advocated  by  the  .McGillivray  Commission^  in  1940.  One 
of  the  recommendations  was  that  the  Minister  responsible  for  petroleum 
resources  be  empowered  to  .  .reduce  or  even  forego  Royalty  payments 
in  respect  of  a  specified  number  of  acres  adjacent  to  a  well  which  is 
deemed  to  be  and  declared  to  be  a  discovery  well  as  distinguished  from 
a  well  drilled  in  proven  territory".  As  the  present  Crown  royalty  on 
crude  oil  is  at  least  eight  per  cent  of  monthly  production  from  each 
well,  adoption  of  this  provision  could  be  expected  to  induce  some 
swing  towards  exploration.  Such  action  would,  however,  presumably 

3 

The  provision  that  the  holder  of  a  petroleum  and  natural  gas 
permit  may  acquire  the  entire  area  of  the  permit  under  lease  is  a 
departure  from  this  policy,  but  the  Committee  considered  that  Block  A 
had  already  been  largely  explored. 

4 

Alberta's  Oil  Industry:  The  Report  of  a  Royal  Commission 
appointed  by  the  Government  of  the  Province  of  Alberta  under  The 
Public  Inquiries  Act  to  inquire  into  matters  connected  with  Petroleum 
and  Petroleum  Products  (Imperial  Oil  Limited,  1940). 

~*Ibid.  ,  p .  9 . 

^The  Independent  Petroleum  Association  has  proposed  that  a 
similar  scheme  be  made  applicable  to  deeper  exploratory  wells  to 
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result  in  a  loss  of  royalty  income  to  the  Province,  at  least  in  the  next 
few  years,  and  would  be  counter  to  the  recent  increase  in  emphasis  on 
royalties. 

Another  recommendation  of  the  McGillivray  Commission  was 
the  waiving  of  any  drilling  requirements  on  leases  in  proven  territory 
on  condition  that  the  lessee  do  a  corresponding  amount  of  exploratory 

7 

work.  This  incentive  could  be  incorporated  in  the  drilling  requirements 
which  are  now  enforced  on  leases  issued  prior  to  June  1962.  The  in¬ 
crease  in  the  availability  of  land  may  not  be  so  marked  if  lessees  are 
permitted  to  retain  undrilled  acreage  upon  proof  of  exploratory  activity 

Q 

elsewhere,  but  the  pace  of  exploration  may  in  fact  be  higher  under 
such  an  arrangement. 

The  McGillivray  Commission  made  a  further  suggestion  to  the 
effect  that  in  addition  to  encouraging  private  exploration  the  Government 


'encourage  more  extensive  testing  of  a  given  location. 

Independent  Petroleum  Association  of  Canada,  "Submission  to 
Department  of  Mineral  Resources  of  the  Province  of  Saskatchewan 
Re:  Incentives  for  Deeper  Petroleum  and  Natural  Gas  Exploration" 
(Calgary:  mimeographed,  1962),  p.2. 

^Alberta's  Oil  Industry,  p .  9 . 

O 

The  provisions  of  the  present  Act  for  grouping  leases  to 
satisfy  drilling  requirements  will  tend  to  retard  the  rate  of  turnover  of 
undrilled  acreage.  This  hesitancy  to  further  expedite  the  surrender 
of  such  lands  may  well  be  justified  by  concern  over  the  possibility  of 
resulting  disruption  of  the  industry  and  by  an  awareness  of  present 
excess  productive  capacity. 
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directly  undertake  exploratory  activity.  ^  There  may,  however,  be 
questions  of  the  psychological  effect  on  the  industry  of  direct  Govern¬ 
ment  participation  in  the  development  of  the  Province's  petroleum 
resources.  These  implications  would  have  to  be  considered  before 
such  action  were  taken. 

There  is  recognition  of  the  dual  responsibility  of  the  Govern¬ 
ment  and  the  industry  in  adapting  policies  to  prevailing  circumstances. 

.  .  .the  legislation  in  the  provincial  statutes  pretty  well  reflects 
the  basic  policies  and  objectives  of  the  government.  On  the  other 
hand,  the  administrative  practices  that  stem  from  regulations 
and  orders  of  regulatory  bodies,  to  a  considerable  extent,  reflect 
the  industry  attitudes,  good  or  bad  (provided  of  course  there  is 
no  conflict  with  the  broad  intent  of  any  Act).  10 

The  Government  has  shown  an  awareness  of  the  problems  confronting 
the  petroleum  and  natural  gas  industry,  and  has  attempted  to  alleviate 
these  difficulties.  However,  it  is  not  always  a  simple  matter  to  recon¬ 
cile  the  wishes  of  the  industry  and  the  best  interests  of  the  Province  as 
a  whole.  It  may  for  example  be  possible  to  establish  an  environment 
more  conducive  to  the  industry  only  at  the  expense  of  provincial  revenues 
which  would  have  to  be  obtained  from  alternative  sources  unless  public 


g 

Alberta's  Oil  Industry,  p.  11. 

This  view  has  been  put  forward  in  more  recent  literature.  See 
for  example  Anthony  Scott,  "Policy  for  Crude  Oil,  "  Canadian  Journal 
of  Economics  and  Political  Science,  XXVII,  No.  2  (May,  1961),  p.276. 

^W.D.C.  Mackenzie,  "Address  to  the  Canadian  Institute  of 
Mining  and  Metallurgy"  (Calgary:  May  3,  1962),  in  Daily  Oil 
Bulletin,  May  4,  1962,  p.  3. 
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expenditure  were  reduced.  The  implications  of  these  decisions  for  the 
welfare  of  the  Province  as  a  whole  are  beyond  the  scope  of  this  study. 
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APPENDIX  I 


TABLE  1.  --  Petroleum  and  natural  gas  industry  expenditure  in  Alberta  on  land  acquis¬ 
ition  and  rentals,  and  on  royalties,  1947-1961 
(in  million  dollars) 


Land  Acquisition 

Total 

Per  cent 

Per  cent 

Per  cent 

Year 

and  Rentals  Royalties 

Expenditure 

0)  of  (3) 

(2)  of  (3) 

(1+2)  of  (3) 

rn  ra  (3)  r i  m  csy 


1947 

7.  5 

1.5 

28.  5 

26.  3 

5.  3 

31.6 

1948 

12.  0 

2.  0 

67.0 

17.9 

3.  0 

20.9 

1949 

32.  0 

5.  0 

129.  0 

24.  8 

3.9 

28.7 

1950 

52.  0 

6.  5 

182.  0 

28.  6 

3.  6 

32.  1 

1951 

32.5 

11.5 

214.0 

15.2 

5.  4 

20.6 

1952 

43.  5 

15.  5 

262.  0 

16.6 

5.9 

22.  5 

1953 

47.0 

20.  0 

279.0 

16.8 

7.  2 

24.  0 

1954 

94.0 

25.  0 

323.  0 

29. 1 

7.7 

36.  8 

1955 

93.  0 

31.0 

389.0 

23.9 

8.0 

31.9 

1956 

102.  5 

41.0 

472.  0 

21.7 

8.7 

30.4 

1957 

104.  5 

40.  0 

426.  0 

24.  5 

9.  4 

33.9 

1958 

88.  0 

30.  0 

443.  0 

19.9 

6.  8 

26.  6 

1959 

109.0 

33.  5 

454.  5 

24.  0 

7.  4 

31.4 

I960 

91.0 

35.  0 

480.5 

18.9 

7.  3 

26.2 

1961 

87.  5 

55.  0 

544.  5 

16.  1 

10.  1 

26.  2 

Source:  Canadian  Petroleum  Association,  1961  Statistical  Yearbook  (Calgary,  1962), 
p.  37;  and,  Oil  in  Canada,  November  22,  1962,  p.9. 
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TABLE  2.  --  Petroleum  and  natural  gas  industry  expenditure  in  Alberta  on  land  acquisition 

rentals,  and  on  royalties,  and  percentages  thereof  received  by  the  Province, 

1947  -  1961 
(in  million  dollars) 
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TABLE  3.  --  Revenue  to  the  Province  of  Alberta  from  disposition  of  Crown  petroleum  and  natural 
gas  rights,  and  the  proportion  thereof  to  total  revenue  on  income  account  1931-62 

(in  thousand  dollars) 


Year 
ending 
March  31 

P.  k  N.  G. 
Rentals,  Fees 

etc. 

P.  k  N.  G. 
Royaltie  s 

Sales  of  Crown 

Reserve  Leases 
k  Reservations 

Total  P.& 

N.G.  Land 

Revenue 

Total  Revenue  on 

Income  Account 

%  P.  k  N.  G. 
Revenue  of  Total 

1931 

87 

111 

198 

15,  711 

1.3 

1932 

58 

106 

164 

13,  492 

1.2 

1933 

42 

73 

115 

15,  426 

0.  7 

1934 

81 

74 

155 

15,  179 

1.0 

1935 

104 

61 

165 

15, 698 

1.  1 

1936 

116 

117 

233 

16,  575 

1. 4 

1937 

348 

108 

456 

20,  743 

2.  2 

1938 

285 

249 

534 

24,  128 

2.  2 

1939 

372 

394 

766 

24, 270 

3.  2 

1940 

341 

408 

749 

24,  410 

3.  1 

1941 

230 

412 

642 

24,  922 

2.  6 

1942 

189 

571 

760 

27,  214 

2.  8 

1943 

268 

576 

844 

27,  961 

3.  0 

1944 

240 

504 

744 

29, 786 

2.  5 

1945 

599 

669 

1, 268 

31, 848 

4.  0 

1946 

353 

550 

903 

40,  916 

2.  2 

1947 

27  3 

536 

809 

42, 588 

1.9 

1948 

708 

765 

1, 473 

54,  178 

2.  7 

1949 

2,  151 

1,619 

8,  721 

12, 491 

70, 446 

17.7 

1950U) 

6,263 

3,  663 

23,  231 

33,  157 

99, 553 

33.  3 

1951 

9,  787 

5,239 

29, 081 

44, 107 

118,  186 

37.  3 

1952 

15, 384 

11,081 

13,  211 

39,  676 

120, 825 

32.  8 

1953 

19,688 

13,  536 

23,  527 

56, 751 

154,  744 

36.  7 

1954 

24, 604 

18,  583 

53,  236 

96,  423 

197, 043 

48.  9 

1955 

20, 657 

20, 229 

40, 01 3 

80, 899 

191, 185 

42.  3 

1956 

21, 372 

28, 810 

76,  075 

126, 257 

241, 608 

52.  3 

1957 

25,  822 

37, 306 

69, 051 

132,  179 

261, 669 

50.  5 

1958 

31, 046 

32, 819 

58, 642 

122, 507 

267, 433 

45.  8 

1959 

29, 836 

25, 451 

53,  610 

108, 897 

275,  549 

39.  5 

1960 

32, 684 

27, 338 

81, 323 

141, 345 

334,  816 

42.  2 

1961 

30, 902 

27,758 

44, 128 

102, 788 

307, 855 

33.  4 

1962 

32, 407 

39,218 

44,  291 

115,  916 

339, 495 

34.  1 

Source:  Public  Accounts  of  the  Province  of  Alberta,  1931  to  1962. 


(l)First  year  of  reporting  by  the  Department  of  Mines  and  Minerals.  All  categories  subse¬ 
quently  include  revenue  from  school  lands.  Such  revenues  are  excluded  prior  to  1950,  due  to  the 
absence  of  a  breakdown  of  the  total  of  revenues  from  all  minerals  on  school  bands  and  to  the  greater 
relative  importance  of  the  coal  industry. 


TABLE  4.  --  Revenue  to  the  Province  of  Alberta  from  disposition  of  Crown  mineral  rights,  with  components 

of  "Sale  of  Crown  Reserves"  category,  1947-1961 

(in  thousand  dollars) 
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TABLE  5.  --  Percentage  of  total  Provincial  revenue  from  disposition  of 
petroleum  and  natural  gas  rights  accounted  for  by  each  of  sales  of 
Crown  reserves,  rentals,  and  royalties,  1947-1961^^ 


Year 

Sale  of  Crown 

reserves  as 
%  of  total  revenue 

Rentals 
as  %  of 
total  revenue 

Royalties 
as  %  of 
total  revenue 

1947 

1948 

48.  0 

42.4 

30.9 

57.  6 

21.1 

1949 

70.  4 

17.  9 

11.7 

1950 

73.  0 

17.  3 

9.8 

1951 

38.  2 

36.  5 

25.  3 

1952 

42.  1 

33.  7 

24.  2 

1953 

37.  8 

35.0 

27.  2 

1954 

59.5 

22.4 

18.  1 

1955 

57.  2 

18.  8 

24.0 

1956 

54.  6 

18.  8 

26.  6 

1957 

50.  8 

22.  4 

26.  8 

1958 

48.  4 

28.  5 

23.  0 

1959 

54.7 

24.5 

20.  8 

I960 

47.  5 

28.  2 

24.  3 

1961 

40.  2 

27.8 

31.9 

^  ^calculated  from  Table  4.  The  sum  of  the  components  does 
not  necessarily  equal  100.0  due  to  rounding. 
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TABLE  6.  --  Crown  petroleum  and  natural  gas  rights  held  by  private 

concerns,  1947-1961,  at  December  31 
(in  thousand  acres) 


P.  &  N.G. 

P.  &  N.  G. 

Nat.  Gas 

N  at .  Ga  s 

Year 

Reservations 

Leases 

Licences 

Leases 

Total 

1947 

1 1 , 47  3 

908 

12,  381 

1948 

23,  47  3 

2,  556 

26,029 

1949 

37, 000 

3,  396 

40,  396 

1950 

37,123 

5,769 

42, 892 

1951 

48,261 

9,  113 

1,596 

58,970 

1952 

41,286 

14,902 

1,861 

58, 049 

1953 

23,  515 

19,  150 

1, 861 

164 

44, 690 

1954 

27, 261 

17, 525 

694 

854 

46,  334 

1955 

35, 900 

17,  558 

798 

1, 053 

55, 309 

1956 

54, 636 

19,  213 

646 

1,  308 

75,  803 

1957 

51, 549 

22,  214 

544 

1,  540 

75,847 

1958 

41,856 

24,  670 

557 

1, 707 

68, 790 

1959 

38,  196 

28, 874 

1, 241 

1,952 

70, 263 

I960 

31, 298 

28, 615 

1,250 

2,  251 

63,  414 

1961 

29, 104 

28,  231 

1,  165 

2,  843 

61, 343 

Source:  Department  of  Mines  and  Minerals  of  the  Province  of  Alberta, 
Alberta  Oil  and  Gas  Picture  1947-1961  (Edmonton,  1962). 
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TABLE 

7.  --  Canadian  production  of  crude  petroleum 

vmces  1946-1961 
(in  thousand  barrels) 

with  selected  pro- 

Production  of  Crude  P 

etroleum 

/  -I  \ 

Per  cent 

Year 

Alberta 

Saskatchewan  Manitoba 

Canadau  1 

Alberta  of  total 

1946 

7,  138 

119 

7,  586 

94.  1 

1947 

6,  770 

540 

7,  692 

88.  0 

1948 

10, 889 

849 

12, 287 

88.  6 

1949 

20, 087 

782 

21, 305 

94.  3 

1950 

27, 548 

1,041 

29, 044 

94.  8 

1951 

45,  915 

1,249 

11 

47,  616 

96.  4 

1952 

58,  916 

1,697 

105 

61, 237 

96.  2 

1953 

76,  816 

2,798 

654 

80, 899 

95.  0 

1954 

87,  714 

5,  423 

2,  148 

96, 080 

91.  3 

1955 

113,  035 

11, 317 

4,  146 

129, 440 

87.  3 

1956 

143,  910 

21, 077 

5,  787 

171,981 

83.  7 

1957 

137, 492 

36, 861 

6,  090 

181,848 

75.  6 

1958 

113,  278 

44, 626 

5,829 

165,  496 

68.  4 

1959 

129,967 

47,442 

5,  056 

184,  778 

70.  3 

I960 

130,  507 

51,908 

4,  764 

189, 534 

68.  9 

1961 

157, 812 

55,859 

4,  480 

220, 861 

71.5 

Sources:  Dominion  Bureau  of  Statistics,  The  Crude  Petroleum  and 
Natural  Gas  Industry  (Ottawa:  annual  to  1960)j  and,  Crude 
Petroleum  and  Natural  Gas  Production,  Vol.  XIII,  No.  12 
(December,  1961). 

(^Includes  production  in  Ontario,  British  Columbia,  North 
west  Territories,  and  New  Brunswick,  the  1961  amounts  of  which  (in 
thousand  barrels)  were  1,148,  1,018,  533,  and  12,  respectively. 
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TABLE  8.  --  Canadian  production  of  natural  gas,  with  selected  provinces 

1946-1961 

(in  million  cubic  feet) 


Year 

Production  of  Natural 

~  (1) 

Gas 

Per  cent 
Alberta  of  total 

Alberta 

Sask. 

B.  C. 

Ontario 

Canada^ 

1946 

40,  097 

210 

7,051 

47, 900 

83.  7 

1947 

44,  107 

274 

7,  786 

52, 657 

83.  8 

1948 

48, 965 

477 

8,  590 

58,  603 

83.  6 

1949 

51, 180 

813 

8,  024 

60, 457 

84.  7 

1950 

58, 604 

814 

8,  009 

67, 822 

86.  4 

1951 

69, 877 

860 

8,  443 

79, 461 

87.  9 

1952 

79, 150 

1,007 

8,  302 

88, 686 

89.  2 

1953 

89, 652 

1, 422 

9,709 

100, 986 

88.  8 

1954 

107, 174 

3,  333 

10,016 

120, 735 

88.  8 

1955 

133,007 

6,  707 

10, 853 

150, 772 

88.  2 

1956 

146,  134 

9,  808 

188 

12,  812 

169,  153 

86.  4 

1957 

183,  141 

13,994 

8,  275 

14,  401 

220, 007 

83.  2 

1958 

239,050 

18, 820 

63,  638 

16,  148 

337, 804 

70.  8 

1959 

297, 569 

33,  613 

69, 129 

16,  839 

417, 335 

71.  3 

I960 

383,  683 

36, 572 

85,  592 

16,987 

522,  972 

73.  4 

1961 

503, 606 

36,  677  103,  014 

14,  456 

657, 892 

7/6.  5 

Sources:  Dominion  Bureau  of  Statistics,  The  Crude  Petroleum  and 
Natural  Gas  Industry  (Ottawa:  annual  to  I960);  and,  Crude 
Petroleum  and  Natural  Gas  Production,  Yol.  XIII,  No"  1 2 
(December,  1961). 


^  ^Excludes  field  wastage  and  gas  reproduced  from  underground 
storage  and  injection  operations.  The  figures  thus  show  natural  gas  sold 
for  domestic,  industrial  and  other  uses,  and  gas  used  in  the  field  by  well 
operators. 


(^Includes  production  in  New  Brunswick  and  Northwest 
Territories,  which  in  1961  amounted  to  96  MMCF  and  42  MMCF. 
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TABLE  9- -- Canadian  crude  petroleum  supply,  1946-1961 

(in  thousand  barrels) 


Canadian  Apparent 


Year 

Production 

Imports 

Exports 

Supply 

1946 

7,  586 

63, 407 

70, 993 

1947 

7,  692 

69, 077 

76,769 

1948 

12, 287 

77, 634 

89, 920 

1949 

21, 305 

75,  681 

96,  986 

1950 

29,044 

80, 124 

109, 168 

1951 

47, 616 

84,  237 

342 

131, 511 

1952 

61, 237 

82, 751 

1, 424 

142, 564 

1953 

80, 899 

81, 627 

2,  507 

160, 019 

1954 

96, 080 

78, 884 

2,  345 

172,  619 

1955 

129, 440 

86,  792 

14,  834 

201, 399 

1956 

171,981 

106, 641 

42, 908 

235,  715 

1957 

181, 848 

111,905 

55,  674 

238, 079 

1958 

165,  496 

104,  039 

31, 679 

237, 856 

1959 

184,  778 

115, 289 

33,  362 

266,  705 

I960 

189, 534 

125, 560 

42, 235 

272,  859 

1961 

220, 861 

133,  226 

67,  143 

286,  944 

Sources:  Dominion  Bureau  of  Statistics,  The  Crude  Petroleum  and 
Natural  Gas  Industry  (Ottawa,  annual  to  I960);  and,Canada 
Department  of  Mines  and  Technical  Surveys,  Petroleum  1961 

(Ottawa,  1962), 


. 


TABLE  10.  -  -  Prorationing  of  medium  and  light  crudes  in  Alberta, 

1951-1961 

(in  thousand  barrels  per  day  unless  otherwise  noted) 
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APPENDIX  II 


_ _ 

Areas  whore  Railway  lands  consolldatod 

□ 

Boundary  cf  general  aroa  wfioro  of  lands  granted  to 
nudsons  Da^j  Company 


)'i  Boundary  of  aroas  where  Ra.lway  lands  of  16  soct 
r  in  «ach  township  not  involved  in  consolidation 


Source:  Canada,  Royal 
Commission  on 
Energy,  Exhibit 
C-3-2-A, 


